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THE  INSTITUTE  FOR 
STUDIES  IN  FEDERALISM 


The  Institute  for  Studies  in  Federalism  was  founded  in  Claremont  Men's 
College  in  1958,  for  a  twofold  purpose. 

The  first  purpose  was  to  encourage  research  in  political  science  and  economics 
with  an  emphasis  on  federalism  as  a  form  of  government.  It  has  been  our 
belief  that  the  problems  of  federalism  have  not  received  sufficient  attention  from 
contemporary  scholars.  We  hope  that  as  the  resources  of  the  Institute  grow, 
scholarship  like  that  of  which  this  volume  is  evidence  will  be  increased.  There 
is  much  left  to  be  said  on  the  difficult  questions  involved  in  dividing  govern- 
mental authority.  In  fact,  the  College  has  a  number  of  other  publications  already 
under  way   in   the  field  of  intergovernmental  relations  and  taxation. 

The  second  reason  for  the  Institute  was  to  expand  the  College's  offerings 
in  political  economy  and  related  fields.  The  Institute  has  brought  to  the  faculty 
new  professorships  in  American  Political  Institutions  and  Comparative  Political 
Institutions  as  well  as  a  developing  chair  in  philosophy. 

The  financing  of  the  Studies  in  Federalism  is  truly  the  work  of  several 
scores  of  donors  .  .  .  so  many  that  we  cannot  name  them  all  here.  However,  any 
mention  of  the  sources  of  support  must  inevitably  include  grateful  acknowledgment 
to  Mr.  M.  Penn  Phillips,  Mr.  Frederick  I.  Richman,  the  Irvine  Foundation,  the 
Lincoln  Foundation,  and  to  the  Relm  Foundation,  whose  staff  and  trustees  not 
only  were  instrumental  in  launching  the  work,  but  also  played  a  major  role  in 
the  development  of  the  idea. 
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ADDRESSED   TO  THE 

PEOPLE  OF  THE  STATE  0t 
NEW-YORK, 


NUMBER    I. 
httreduSthn. 

AFTER  an  unequivocal  experience  of  th«  ineffi. 
cacy  or  the  (unfitting  federal  government,  yos 
*re  called  upon  to  deliberate  on  a  new  conftirtion  for 
the  United  States  of  Ataerits.  The  foojea  (<eaks  it» 
own  importance  i  comprehending  in  its  confejueitces, 
nothing  Sefe  than  the  exiftence  ol  the  UNION,  the 
faftty  and  welfare  of  the  parts  of  which  ir  is  coin- 
yofeJ,  the  fate  of  no  empire,  in  many  ropea*.  the 
m  ft  interefting  in  the  worjd.  It  has  been  trfquently 
remarked,  that  it  feenis  t(>  have  been  reirrved  to  the 
people  of  this  co  >ntry ,  by  their  condua  and  example, 
to  decide  the  important  queltkm,  whether  locieties  of 
men  are  really  capable  of  not,  of  eltablilbing  good 
government  from  «e£e&ion  and  choice,  or  whether 
they  are  forever  deitined  to  depend,  for  their  political 
tujnftitunons,  on  accident  and  forte.  If  there  be  any 
truth  ia  the  remark,  tbecrifis,  atw'nich  we  arc  arrived, 
*8Sf  with  prdjiriety  be  regarded  itt  the  sera,  ia  whttA 
A       ,  «°<* 
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The  archaic  type  in  this  book  is 
reproduced  from  a  first  edition  of 
The  Federalist  published  in  1788  and 
loaned  by  Professor  Douglass  G.  Adair 
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FOREWORD 

Federalism  is  a  cherished  name  in  the  political  vocabulary  of 
the  American  people.  It  denotes  a  political  idea  of  which  Americans 
are  rightly  proud.  Yet  it  is  not  surprising  that  there  has  been,  and 
is,  much  confusion  concerning  America's  greatest  contribution  to  the 
science  of  government. 

The  original  Federalists  in  American  politics  were  the  framers 
and  supporters  of  the  Articles  of  Confederation  and  Perpetual  Union, 
which  served  as  the  first  written  constitution  of  the  United  States. 
In  the  Philadelphia  Convention  of  1787  the  delegates  who  wished 
to  preserve  the  basic  features  of  the  Articles  of  Confederation,  and 
were  opposed  to  discarding  those  Articles  in  favor  of  a  radically  new 
frame  of  government,  were  too  weak  to  prevent  the  great  constitu- 
tional revolution,  which  gave  that  convention  its  high  place  in  the 
history  of  political  science.  They  were  however  strong  enough  to 
force  their  name  upon  the  framers  and  supporters  of  the  new  consti- 
tution. The  authors  of  the  Virginia  plan,  the  point  of  departure  for 
the  actual  framing  of  the  new  constitution,  originally  thought  of 
themselves  as  Nationalists.  They  proposed  a  National  Government, 
resting  directly  upon  the  people,  for  the  more  perfect  Union  which 
they  hoped  to  form.  But  when  they  were  forced  to  compromise  with 
their  opponents  and  accept  a  form  of  government,  resting  in  consider- 
able part  upon  the  state  governments  and  only  indirectly  upon  the 
people,  they  accepted  also  their  opponents'  name,  leaving  those  who 
clung  to  the  original  scheme  of  a  general  government  resting  exclu- 
sively upon  the  governments  of  the  states  to  be  known  in  history 
as  Anti-Federalists.  Thus  our  National-Federal  Union,  as  the  more 
perfect  Union  should  have  been  called,  became  the  Federal  Union, 
and  Federalism  became  the  name  for  the  kind  of  government  actually 
in  operation  rather  than  a  name  for  a  kind  of  government  constructed 
with  logical  consistency  upon  a  particular  set  of  political  principles. 

The  confusion  over  the  meaning  of  Federalism  is  compounded 
by  the  fact  that  government  is  not  a  static  structure  but  a  dynamic 
process.  Our  National-Federal  Union  has  not  remained  what  it  was 
under  the  later  Federalists,  but  has  evolved  into  what  it  is  today. 
In  these  times  of  rapid  change  it  seems  to  be  evolving  at  such  a  high 
rate  of  speed  that  we  should  probably  distinguish  between  what  it  is 
and  what  it  is  generally  supposed  to  be.    Our  Union  is  much  more 
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National,  and  much  less  Federal,  than  it  manifestly  was  only  a  short 
time  ago.  What  it  will  be  in  no  distant  future  is  something  for 
political  technicians  or  constitutional  engineers  to  plot  on  a  curve 
like  Total  Population  or  Gross  National  Product. 

Recent  politico-scientific  writers  have  accordingly  distinguished 
between  the  various  kinds  of  Federalism.  One  interesting  distinction 
is  that  between  mature  Federalism  and  emergent  Federalism.  The 
latter  kind  perhaps  may  be  regarded  as  evolving  more  rapidly  than  the 
former.  The  former  certainly  can  not  be  regarded  as  something  that 
has  developed  beyond  the  reach  of  the  evolutionary  process.  Maturity 
is  not  an  ultimate  goal  but  merely  a  further  stage  in  the  develop- 
ment of  governmental  forms.  There  is  no  ground  for  a  complacent 
refusal  to  subject  the  contemporary  American  political  system  to 
purposeful  and  systematic  study,  as  if  the  familiar  forms  were  too 
sacrosanct  to  be  examined  with  a  view  to  further  improvement  or 
at  least  to  maintenance  against  impending  deterioration. 

There  is  clearly  an  immediate  and  urgent  need  for  an  Institute 
for  Studies  in  Federalism.  The  papers  included  in  this  first  volume 
of  studies  by  the  Institute  at  Claremont  are  most  acceptable  both 
for  what  they  are  and  as  harbingers  of  more  to  come.  The  authors 
write  from  various  points  of  view  and  employ  various  methods  of 
study.  This  is  as  it  should  be.  These  authors  are  pioneers  in  a  field 
in  which  there  is  much  to  be  done.  The  volume  is  a  valuable 
contribution  to  the  literature  on  the  art  of  government.  It  is  a 
welcome  augury  of  greater  usefulness  for  political  science. 

Arthur  N.  Holcombe 
Cambridge,  Massachusetts 
June,  1960 
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INTRODUCTION 

As  Professor  Holcombe's  foreword  indicates,  we  have  much  yet 
to  learn  about  the  study  of  intergovernmental  relations.  There  is 
perhaps  no  field  of  political  science  which  has  had  less  thoughtful 
analysis  in  this  century.  A  few  individuals  like  Professors  Holcombe 
and  Leonard  D.  White  have  made  some  penetrating  contributions. 
In  general,  however,  American  political  scientists  have  shied  away 
from  this  field. 

There  are  good  reasons  for  shying  away.  The  field  of  intergov- 
ernmental relations  is  immensely  difficult.  Trends  toward  centraliza- 
tion or  decentralization  may  be  the  result  of  a  wide  variety  of 
economic  or  political  or  sociological  factors.  Institutions  or  devices 
which  are  intended  to  work  toward  centralization  or  decentralization 
often  have  vastly  different  results.  Accordingly,  many  researchers 
have  avoided  the  field  of  intergovernmental  relations  as  one  which 
is  too  involved  and  difficult. 

Nevertheless,  the  field  of  intergovernmental  relations  deserves 
more  thorough  study.  It  is  one  of  the  great  problems  of  modern 
times.  Important  political  and  economic  forces  seem  to  be  constantly 
pushing  us  toward  centralization.  Yet  the  experiences  of  the  Germans 
and  Russians  (and  the  Latin  American  Countries  described  by 
Professor  Stokes  in  this  volume)  make  clear  to  any  thoughtful 
observer  the  dangers  of  overcentralization. 

This  first  volume  of  the  Institute  for  Studies  in  Federalism  at 
Claremont  Men's  College  is  really  only  a  "lick  and  a  promise".  It 
represents  the  efforts  of  a  number  of  individual  scholars  to  start 
thinking  about  some  of  the  problems  of  federalism  in  their  own 
particular  fields  of  research.  As  the  reader  will  observe,  the  essays 
are  only  partially  connected.  All  do  relate  to  the  general  theme  of 
intergovernmental  relations  and  all  consider  some  of  the  advantages 
of  decentralization.  Aside  from  these  two  common  threads,  however, 
they  wander  off  in  divergent  directions. 

Professor  Diamond's  essay  is  perhaps  the  first  essay  on  the  subject 
of  federalism  as  covered  in  The  Federalist  papers.  He  finds  that  the 
writers  of  The  Federalist  were  aware  of  two  or  three  advantages  of 
decentralization  but  did  not  really  take  these  advantages  seriously. 
The  great  concern  of  these  writers  was  to  secure  a  stronger  national 
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government.     Their    brilliant    essays    were    directed    almost    entirely 
toward  this  end. 

My  own  essay  is  a  restatement  of  a  chapter  in  a  book  which 
was  published  in  1941.  It  is  based  largely  on  experiences  with 
government  in  this  country  and  elsewhere  during  the  last  three 
decades.  Many  of  my  political  scientist  friends  will  view  my  conclu- 
sions as  mere  repetitions  of  nineteenth  century  viewpoints  on 
decentralization  of  government.  However,  I  have  attempted  to  refine 
and  reappraise  some  of  these  advantages.  It  has  been  my  hope  that 
the  essay  may  lead  other  political  scientists  to  appraise  the  values  of 
decentralization  more  carefully. 

Professor  Thomson's  essay  is  an  effort  to  apply  some  of  the 
techniques  of  economic  analysis  to  one  of  the  basic  problems  of 
intergovernmental  relations — the  optimum  area  problem.  Professor 
Thomson  would  be  the  first  to  say  that  this  essay  is  only  the 
beginning  of  an  exploration  in  this  field.  He  has  given  us  a  brilliant 
example  of  a  possible  cross-fertilization  of  economics  and  political 
science.  Again,  fellow  students  may  do  much  to  improve  and  develop 
his  thoughts. 

Professor  McClelland  begins  his  essay  with  the  assumption  that  the 
advantages  of  decentralization,  recognized  in  The  Federalist  papers 
and  outlined  more  fully  by  myself  and  Professor  Thomson,  are  worth 
keeping.  He  then  discusses  the  means  by  which  the  system  of  federal 
grants  to  states  could  be  reorganized  to  preserve  these  advantages  of 
decentralization.  The  block  grant  seems  to  him  to  be  the  most  useful 
single  device. 

Finally  Professor  Stokes  takes  a  look  at  the  effort  to  transplant 
federal  institutions  into  several  of  our  sister  countries  in  this  hemi- 
sphere. He  finds  a  tendency  toward  over-centralization  in  each  of 
these  countries.  He  also  feels  that  the  tendency  has  disastrous 
consequences  for  the  countries  concerned.  Perhaps,  in  a  negative  way, 
his   essay   is   the   best   brief  for   the   advantages   of  decentralization. 


George  C.  S.  Benson 

President 

Claremont  Mens  College 
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VALUES  OF  DECENTRALIZED 
GOVERNMENT-  1961 


WO    DECADES    AGO    I    PUBLISHED    A    SMALL    VOLUME    WHICH 

considered  some  of  the  problems  of  governmental  central- 
ization. In  Chapter  II,  I  presented  "The  Brief  for  Decen- 
tralization"— a  brief  which  at  the  time  I  thought  very 
convincing.  During  the  intervening  years  my  interest  in 
this  aspect  of  political  theory  and  practice  has  continued, 
and  I  have  fortunately  had  many  opportunities  to  check 
and  to  re-appraise  my  earlier  viewpoint.  At  the  beginning 
of  World  War  II,  I  served  in  the  regional  and  then  in 
the  national  office  of  the  Office  of  Price  Administration  and  partici- 
pated, with  increasing  doubts,  in  the  functioning  of  a  nationwide 
bureaucracy.  Later,  in  the  Control  Division  of  Army  Service  Forces, 
my  scepticism  about  centralization  continued  to  grow.  Several  years  of 
experience  in  military  government  in  Italy  and  in  Austria  convinced 
me  that  over-centralization  —  especially  in  Italy  —  had  sapped  the 
political  vitality  and  political  responsibility  of  two  fine  peoples.  (It 
might  be  added  that  a  number  of  thoughful  Italians  had,  by  the  end 
of  the  war,  published  considerable  material  advocating  regionalism 
and  that  experiments  with  it  began  in  Sicily  and  Sardinia).  When  I 
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returned  to  the  United  States,  I  joined  in  a  uniquely  "confederated" 
academic  community,  and  again  I  was  face  to  face  with  this  matter 
of  administrative  organization.  Most  recently,  as  Research  Director  of 
the  United  States  Commission  on  Intergovernmental  Relations,  I  was 
working  directly  with  the  question  of  whether  today's  complex 
national  problems  cannot  be  solved  without  abandoning  the  tradition 
of  decentralization  which  such  students  as  De  Tocqueville  and  Bryce 
long  ago  listed  as  one  of  America's  great  political  contributions. 

Now  backed  by  the  rich  collaboration  of  several  colleagues  at 
Claremont  Men's  College  in  the  field  of  federalism,  I  shall  try  to 
re-appraise  the  conclusions  of  twenty  years  ago.  Perhaps  it  would  be 
more  accurate  to  say  that  these  were  not  and  are  not  so  much 
conclusions  as  hypotheses.  It  is  freely  admitted  that  personal  reading 
and  personal  experience  should  be  checked  by  all  possible  surveys 
and  studies.  In  fact,  as  I  shall  comment  time  and  again  in  this 
essay,  there  is  great  need  for  scholarly  research  on  every  point. 

Frankly,  I  have  a  personal  conviction  that  there  is  an  urgent 
need  for  objective  work  in  the  field  of  decentralization.  Experience 
has  led  me  to  feel  that  the  road  to  centralization  is  much  smoother 
than  the  road  back.  In  Washington  I  have  seen  business  groups  press 
for  federal  action  in  some  particular  field  without  any  realization 
that  they  were  creating  a  precedent  for  federal  action  in  far  wider 
fields  than  they  could  approve.  I  have  seen  union  leaders  move 
aggressively  for  nationalized  controls  which  would  ultimately  strip 
these  leaders  of  determining  significance  in  the  economy.  I  have  seen 
scholars,  sincerely  dedicated  to  the  concept  of  personal  individualism, 
support  moves  which  were  gradually  whittling  away  the  self-sufficiency 
of  the  individual.  And,  furthermore,  I  have  seen  that  this  is — if 
not  a  one-way  street — a  street  in  which  the  turns  are  difficult. 
Well-trained  federal  experts  are  loath  to  admit  that  a  state  or  local 
group  could  possibly  do  so  good  a  job  without  supervision.  Congress 
is  happier  if  the  Bureau  Chief  is  around  the  corner.  Sometimes  a 
business — or  even  an  army — may  reverse  its  policy  so  as  to  foster 
decentralization.  Political  leaders  rarely  do  so.  It  is  possible  that 
centralization  has  overwhelming  advantages.  But  it  seems  only 
sensible  to  look  carefully  both  at  the  destination  and  at  the  route 
before  setting  forth. 

One  final  introductory  comment  seems  desirable.  This  concerns 
the  matter  of  definitions.  A  "federal  government"  is,  strictly,  a 
government    in    which    the    written    constitution,    or    an    inviolable 


statutory  precedent,  specifies  that  certain  governmental  authority 
adheres  to  a  central  government  and  that  other  governmental 
authority  belongs  to  smaller  areas.  It  is  quite  possible  to  have 
federalism  without  truly  effective  decentralization.  A  few  of  our 
states  give  very  little  authority  to  counties  or  municipalities.  It  is 
also  possible  to  have  decentralization  without  federalism.  Great 
Britain — a  unitary  government — gives  great  authority,  both  political 
and  administrative,  to  its  local  units.  Admittedly,  federalism  and 
decentralization  are  not  synonymous. 

For  a  time,  a  number  of  reputable  political  scientists  maintained 
that  the  states  were  an  obsolescent  unit  and  could  be  eliminated 
without  detriment  to  decentralized  values.  However,  in  practice,  such 
"unitary"  Western  European  countries  as  France  and  Italy  do  limit 
local  government  sharply.  And,  on  the  whole,  our  states,  themselves 
autonomous  under  a  federal  system,  minimize  control  over  their 
subdivisions  even  in  such  fields  as  state  grants-in-aid  where  the 
financial  power  is  obvious.  Federal  grants  directly  to  local  units — 
housing,  soil  conservation,  etc. — have  been  much  more  restrictive 
than  have  state  grants. 

For  these  reasons,  I  shall  tend — aware  of  the  qualifications — to 
discuss  federalism  and  decentralization  together.  The  values  about 
which  I  am  writing  may  be  found  in  any  genuine  decentralization. 
They  are  lost  when  central  controls,  by  either  national  or  inter- 
mediate governments,  tend  to  restrict  intermediate  or  local  freedom 
and  responsibility. 

A  Look  Backward 

Twenty  years  ago,  I  listed  the  values  of  decentralization  as 
follows: 

1.  It  is  a  bulwark  against  usurpation  of  governmental  power 
by  a  would-be  dictator. 

2.  It  provides  an  insulation  against  the  spread  of  racial  and 
social  discord. 

3.  It  provides  for  a  separation  of  governmental  issues.  Voters 
may  ballot  for  local  issues  on  local  ballots,  state  issues  on  state 
ballots,  and  national  issues  on  national  ballots. 

4.  It  forces  administrative  decentralization  which  provides  more 
efficient  government. 

5.  The  different  states  and  localities  provide  laboratories  in 
which  experiments  in  legislation  and  administration  can  be  conducted. 


6.  Decentralized  government  provides  greater  opportunities  for 
education  of  the  citizenry  in  democratic  political  processes. 

7.  Decentralized  government  provides  greater  opportunity  for 
adaptation  of  governments  to  local  needs. 

Today  I  feel  that  this  overly  neat  listing  is  unsatisfactory.  It 
seems  that  the  seventh  and  fourth  points  are  so  closely  related  as 
to  merit  joint  treatment;  it  is  possible  that  the  second  point  may 
not  be  valid;  the  third  value — largely  mechanical  in  any  event — 
may  be  offset  by  the  confusing  effect  on  the  voter  of  a  multiplicity 
of  issues. 

But — twenty  years  later — I  feel  that  there  are  two  much  more 
fundamental  defects.  The  original  list  does  not  attempt  to  weight 
the  items  as  to  relative  importance.  And,  even  more  important,  it 
does  not  attempt  to  grapple  with  the  problem  of  essential  values. 
Centralization  clearly  has  advantages.  Decentralization  clearly  has 
advantages.  Not  until  we  have  firmly  in  mind  our  general  goal  can  we 
decide  intelligently  which  mechanism  is  best  adapted  to  our  purpose, 
nor  can  we  sensibly  compromise  between  different  mechanisms  in 
the  interest  of  an  over-all  purpose. 

The  General  Goal 

So  long  as  we  have  a  free  and  vocal  electorate,  we  shall  have 
disagreements  about  the  function  of  government  in  general  and  about 
the  distribution  of  specific  functions  among  the  various  levels  of 
government.  Nevertheless,  there  is  widespread  accord  on  certain 
points,  and  reasonable  accord  on  others.  It  seems  obvious  to  articulate 
these  goals  before  we  can  discuss  the  relation  of  centralization  or 
decentralization  to  them. 

First:  it  is  generally  agreed  that  we  want  a  government  strong 
enough  to  protect  us  from  external  aggression,  to  conduct  our  foreign 
relations  effectively,  to  maintain  internal  order,  and  to  guarantee  the 
basic  cooperation  of  our  constituent  units. 

Second:  the  protection  of  personal  liberty  is  also  basic  in  our 
tradition — so  basic  that  the  federal  Bills  of  Rights  and,  later,  the 
Fourteenth  Amendment,  were  added  to  the  original  constitution  as 
a  part  of  our  framework  of  government.  We  want  a  society  in  which 
every  man  has  an  opportunity  to  worship  when  and  as  he  pleases, 
to  speak  on  public  and  private  issues  as  he  pleases,  to  vote  as  he 
pleases,  to  be  guaranteed  fair  trial  in  regularly  constituted  courts  of 
law  in  all  civil  and  criminal  matters.    Technicalities  in  state  laws 


are  still  being  debated — but  the  debates  never  challenge  the  concept 
of  freedom  under  law. 

Third:  we  want  "government"  to  do  a  variety  of  other  things, 
and  it  is  in  connection  with  this  third  category  that  the  chief 
controversy  arises — both  as  to  the  extent  of  government  activity  and 
as  to  the  proper  level  of  control.  Most  Americans  want  the  govern- 
ment to  provide,  or  to  regulate  the  private  provision  of,  roads, 
transportation,  public  utilities.  Most  Americans  want  adequate  schools, 
adequate  public  health  services,  adequate  aid  for  the  handicapped, 
indigent  and  aged.  Most  want — in  general  terms — governmental 
techniques  which  would  tend  to  maintain  the  national  economy  at 
a  consistently  high  level  of  operation  under  a  free  system. 

We  want  physical  security;  we  want  freedom;  we  want  a  certain 
number  of  economic  services,  the  number  varying  with  the  individual 
viewpoints.  It  is  in  the  light  of  these  that  we  must  rank  and  appraise 
the  values  of  decentralization. 

The  following  sections,  it  is  believed,  will  show  that  in  the  light 
of  current  affairs  by  far  the  most  important  advantages  of  decen- 
tralization are  its  tendency  to  prevent  undue  concentration  of  power 
and  its  tendency  to  promote  the  development  of  citizen  responsibility. 
The  other  five  will  be  shown  to  have  varying  degrees  of  importance 
in  terms  of  the  general  goals. 

/.    Bulwark  against  Usurpation 

In  the  past,  "usurpation  of  power"  was  thought  of  primarily  in 
terms  of  military  force  or  of  political  coercion.  In  1788  the  anti- 
federalists  were  concerned  about  the  disproportionate  strength  of  a 
President  who  was  commander-in-chief  of  all  the  national  armed 
forces,  and  they  urged  safeguards  for  the  local  militia  and  for  the 
state  control  of  some  military  and  police  power.  Even  now,  we 
would  be  wise  not  to  scoff  too  readily  at  the  possibility  of 
"involuntary  servitude"  of  our  population.  Within  our  lifetime  other 
nations — presumably  liberty-loving — have  succumbed  to  the  sheer 
force  of  a  tyrannic  central  government.  In  this  sense,  it  is  probably 
still  important  that  we  have  a  number  of  governors  and  mayors — 
often  of  an  "opposition"  party — who  possess  the  physical  means  of 
opposing  a  proposed  military  coup  d'etat. 

However,  at  the  present,  the  danger  of  usurpation  of  power 
through  economic  and  legal  channels  seems  much  more  probable. 
When  we  realize  that  over  a  third  of  our  total  national  income  now 


goes  into  our  governmental  services — and  many  people  advocate 
increasing  the  proportion — we  can  see  that  the  distribution  of  govern- 
mental power  is  a  vital  question.  Could  a  relatively  small,  highly 
cohesive,  group  of  individuals  direct  over  a  third  of  our  economic  life 
under  legal  sanctions  without  infringing  upon  our  traditions  of  self- 
government,  individual  initiative,  and  even  liberty?  The  question  is 
not  whether  any  specific  administration  wishes  to  do  so.  The  question 
is  whether  the  mechanism  of  centralization  would  permit — or  promote 
— such  a  result. 

Let  us  admit  that  we  have  built  into  our  federal  constitution 
excellent  safeguards  for  our  political  liberties.  But  individual  political 
liberty  is  not  a  neatly  packaged  item  apart  from  the  rest  of  life.  It 
can  be  undermined  in  various  ways.  It  can  be  undermined  quite 
voluntarily  and — let  me  add — quite  altruistically.  When  Professor 
Leopold  Kohr  says  that  in  large  countries  "the  coordinating  pressure 
of  numbers  may  become  such  that  competitive  individual  trends 
disappear  and  the  danger  of  social  fusion  to  the  critical  point  is 
ever  present,"2  he  is  talking,  I  believe,  about  this  voluntary  abrogation 
of  individual  liberty.  When  I  find  in  Washington  intelligent,  well- 
trained  and  conscientious  federal  bureaucrats,  only  a  few  years  away 
from  the  "grass  roots",  who  really  believe  that  Iowa  and  Oregon  are 
incapable  of  governing  themselves  for  their  own  good,  I  should  say 
that  they  are,  in  effect,  undermining — quite  altruistically — our  tradi- 
tions of  individual  liberty.  Power  tends  to  induce  a  dewy-eyed 
sense  of  righteousness  with  a  mission  just  as  much  as  it  tends  to 
induce  a  hard-handed  ruthlessness.  Each  may  be  dangerous.  In 
fact,  one  might  recall  with  some  alarm  the  statement  about  Galahad: 
his  strength  was  as  the  strength  of  ten  because  his  heart  was  pure. 
The  statement  did  not  attempt  to  measure  the  condition  of  his 
political  or  economic  knowledgeability  in  the  use  of  this  pure-hearted 
strength.  Therefore,  we  should  look  carefully  at  the  federal  grants 
to  public  health,  public  assistance,  highways,  education,  and  the 
apparently  ever-increasing  other  fields.  We  should  ask:  first,  will 
the  central  bureaus  not,  even  with  all  good  faith,  tend  to  consolidate 
their  controls.  Second,  will  state  officials,  one  fourth  of  whose  budgets 
are  tied  to  federal  grants,  be  able  to  exercise  much  initiative.  Third, 
will  the  citizenry  itself  which  feels  so  dependent  on  federal  checks 
for  old  age  benefits,  farm  price  support,  veterans  pensions,  and 
innumerable  other  "services"  be  inclined  to  support  any  local 
resistance  to  federal  policy. 


Those  who  support  centralization  will  on  the  whole  admit 
candidly  that  their  programs  tend  to  the  derogation  of  state  and  local 
governments,  but  they  will  maintain  that  concentration  of  power  is 
not  dangerous  while  the  national  government  is  still  subject  to 
"popular  control"  under  free  elections.  Let  us  admit  that  a  freely 
granted  power  is  not  "usurpation".  But  a  power  "freely"  granted 
under  financial  pressure  or  under  an  increasing  political  and  economic 
lassitude  on  the  part  of  individuals  may  very  well  result  in  a  concen- 
tration which  is  dangerous  to  individual  liberty  of  thought  and  action. 
Contrarily  a  mechanism  which  forces  back  onto  individuals  and  onto 
state  and  local  officials  a  sense  of  dignified  responsibility  seems  to 
have  inherent  value.  Against  this  view  it  is  sometimes  argued  that 
the  "efficiency"  of  centralization  is  of  determinant  force.  Elsewhere 
in  this  essay  I  shall  try  to  show  that  I  believe  the  efficiency  of 
centrally  controlled  operations  is  often  over-rated.  But,  in  addition, 
it  should  be  remembered  that  efficiency  may  not  be  the  ultimate 
value. 

As  a  transition  between  the  discussion  of  undue  concentration 
of  power  and  the  discussion  of  development  of  the  citizenry,  some 
points  which  bear  on  both  might  well  be  included  here. 

Professor  Martin  Diamond  of  Claremont  Men's  College  has 
pointed  out  that,  under  a  system  of  decentralization,  there  is  likely 
to  be  at  any  time  a  substantial  number  of  elected  officials,  serving 
in  responsible  positions,  who  represent  a  party  in  opposition  to  the 
national  administration.  These  men  obviously  have  had  the  expe- 
rience which  fits  them  for  political  management.  A  voter  is  thus 
not  faced  at  election  time  with  the  alternative  of  continuing  the 
existing  administration  in  power  or  of  substituting  completely  inexpe- 
rienced men  who,  while  well-meaning,  might  prove  catastrophically 
inept.  He  can  make  a  choice  on  principle,  confident  that  each  party 
contains  men  adequately  trained  for  the  exercise  of  political  power. 

De  Tocqueville,  in  his  classic  study  of  America,  states  flatly: 
"Those  who  dread  the  license  of  the  mob  and  those  who  fear  absolute 
power  ought  alike  to  desire  the  gradual  development  of  provincial 
liberties. 3  I  believe  that  provincial  institutions  are  useful  to  all 
nations,  but  nowhere  do  they  appear  to  me  to  be  more  necessary 
than  among  a  democratic  people.  .  .  .  How  can  a  populace 
unaccustomed  to  freedom  in  small  concerns  learn  to  use  it  temperately 
in  great   affairs?    What  resistance  can  be  offered  to  tyranny  in  a 


country  where  each  individual  is  weak  and  where  the  citizens  are 
not  united  by  a  common  interest?" 

And  we  might  quote  Lord  Bryce4  —  "A  practically  omnipotent 
legislature  is  liable  to  sudden  fluctuations  of  opinion,  and  the  fewer 
are  the  branches  of  administration  which  such  fluctuations  disturb, 
the  more  regular  and  stable  will  be  the  general  course  of  affairs". 
While  certainly  we  would  admit  that  "regularity"  and  "stability" 
are  not  perfect  goals — and  we  shall  later  discuss  experiment  and 
diversity — his  point  is  relevant  to  our  contention.  An  omnipotent 
central  legislature  can  have  fluctuations  of  opinion  which  are  not 
universally  shared — and  it  is  probably  well  that  there  are  "branches 
of  administration"  unaffected  by  those  fluctuations. 

II.    Development  of  the  Citizenry 

Today,  even  more  than  twenty  years  ago,  this  value  of  decen- 
tralization seems  of  outstanding  importance.  During  my  experience 
in  Italy  and  Austria  I  was  constantly  aware  that  over-centralization 
had  robbed  these  people  of  an  opportunity  for  political  self- 
development  and  had  stunted  their  sense  of  political  responsibility. 
There  was  no  lack  of  innate  capacity  in  the  citizens,  yet  military 
government  personnel,  anxious  to  set  up  functioning  units  of  adminis- 
tration in  various  areas,  had  serious  difficulty  in  finding  local  leaders 
willing  and  able  to  assume  responsibility.  Where  all  directives  had 
come  from  afar,  not  only  had  the  actual  local  officials  lost  the 
powers  of  effective  decision,  but  interest  in  politics  had  become 
atrophied  in  men  whose  capabilities  should  have  fitted  them  for  the 
important  work  at  hand. 

It  is  significant  that  those  countries  in  which  representative 
institutions  disappeared  during  the  difficult  years  of  the  1930's  and 
1940's  were  Germany,  France,  and  Italy  where  local  government  had 
not  been  an  independent  force.  The  United  Kingdom,  Switzerland, 
Holland  maintained  representative  systems  even  under  wartime 
pressure.  All  had  strong  traditions  of  local  government.  It  is  possible, 
of  course,  to  question  which  was  cause  and  which  was  effect.  It  may 
be  that  democracy  rode  out  the  countervailing  influences  because  it 
rested  on  distributed  governmental  powers;  or  it  may  be  that  local 
self-government  had  become  an  entrenched  tradition  because  these 
peoples  were  deeply  and  unalterably  democratic.  Whether  or  not  we 
can  neatly  work  out  a  casual  connection,  experience  shows  that  a 
correlation  exists. 


It  is  probable  that  strength  of  local  government  is  only  one  of 
several  factors  which  help  to  develop  a  population  interested  in  and 
capable  of  maintaining  effective  representative  institutions.  Adequate 
education,  well-established  courts,  economic  freedom,  separation  of 
church  and  state,  long-standing  cultural  traditions  of  personal  liberty 
— these  and  other  environmental  elements  may  be  of  great  impor- 
tance.* It  would  be  invaluable  if  students  of  the  history  and 
government  of  Western  European  countries  would  compare  those  in 
which  local  self-government  has  flourished  and  those  in  which  it 
has  not,  with  a  view  to  evaluating  the  importance  of  this  element. 
My  own  belief  is  that  it  is  of  very  great  importance.  Obviously  the 
individual — his  support,  his  opinions — are  more  respected  by  the 
local  elected  official  than  by  the  state  or  federal  official.  This  fact, 
in  turn,  leads  to  greater  political  self-respect,  greater  political  interest, 
and  greater  sense  of  participation  in  policy-making  on  the  part  of  the 
individual.  Government  cannot  long  remain  truly  democratic  or 
representative  when  these  citizen  qualities  are  lost — no  matter  how 
formally  "correct"  the  actual  balloting. 

In  some  of  the  comments  above  I  have  touched  on  a  closely 
related  value  of  decentralization — the  opportunity  for  the  develop- 
ment and  exercise  of  specific  political  leadership  at  the  lower  levels. 
In  Italy  and  Austria  not  only  was  the  population  as  a  whole 
politically  lethargic,  the  officials  themselves  were  no  more  than 
routine  servants  of  a  distant  policy  maker.  In  the  United  States,  even 
the  city  councilman  in  a  town  of  six  thousand  or  the  member  of  a 
school  board  which  controls  the  program  for  a  few  hundred  students, 
is  a  policy  maker.  As  such  he  must  exercise  determinative  judgment 
and  stand  responsible  for  final  decisions.  It  is  sometimes  argued 
that  local  and  state  enterprises  are  unwisely  planned  and  badly 
run,  and  that  the  experience  gained  is  in  effect  counter  to  the  best 
methods  of  government.  Personally,  I  do  not  share  the  low  opinion 
of  state  and  local  administration  in  comparison  with  federal  which 
is  so  often  expressed.  Undoubtedly  there  is  inefficiency  stemming 
from  lower-salaried,  less  well-educated  local  officials.  But  I  have 
seen  very  considerable  inefficiency  stemming  from  over-centralized, 
cumbrously  organized  bureaus  staffed  with  men  limited  not  by  lack 

*  Such  students  of  government  as  John  Stuart  Mill  (Rep.  Gov.  Everyman  Edition, 
p.  347)  and  Lord  Bryce  (Mod.  Dem.,  New  York,  MacMillan,  1927,  Chap,  xiii) 
believed  that  a  combination  of  these  forces  was  responsible  for  the  tradition  of 
freedom. 


of  education  but  by  lack  of  adaptability,  open-mindedness,  and,  let 
us  say,  Christian  humility. 

In  any  event,  the  country  as  a  whole  seems  to  feel  that  experience 
at  the  state  and  local  level  is  advantageous.  Usually  about  a  third 
of  the  members  of  Congress  have  served  in  state  legislatures,  and 
a  high  proportion  of  presidential  candidates  have  been  governors  of 
states.  In  terms  of  aspirants  for  executive  offices,  it  is  clear  that 
administrative  experience  in  governmental  affairs  is  valuable.  But  a 
man  learns  much  through  successful  political  experience  at  the  lower 
level,  which  is  useful  to  him  in  the  higher,  whatever  his  position. 
He  learns  to  accept  losses  or  checkmates  with  relative  equanimity; 
he  learns  to  treat  people  from  all  walks  of  life  with  the  deference 
due  to  essential  human  dignity;  he  learns  to  work  patiently  through 
slow  and  exasperating  processes  to  his  goal;  he  learns  that  compromise 
is  not  an  unqualifiedly  nasty  word  but  the  political  equivalent  of 
all  civilized  social  adjustment.  While  obviously  moral  and  intellectual 
integrity  is  primary  in  any  great  leader,  the  lessons  of  political  life 
can  enhance  the  leader's  usefulness. 

At  this  point  we  might  revert  to  the  technical  distinction  between 
federalism  and  decentralization.  Many  advocates  of  centralization 
point  out — quite  correctly — that  centralization  can,  through  such 
devices  as  grants-in-aid,  co-exist  with  increased  state  and  local 
activity.  They  feel  that  all  the  advantages  of  collected  expertise  can 
be  combined  with  all  the  advantages  of  dispersed  participation.  It  is 
certainly  true  that  some  federal  departments — notably  the  Depart- 
ment of  Agriculture — have  seriously  tried  not  only  to  decentralize 
administration  but  to  enlist  local  participation.  It  is  certainly  true 
that  such  grants-in-aid  programs  as  public  assistance  or  public  health 
are  largely  administered  on  the  local  level.  But  even  in  these  cases, 
the  local  activities  are  largely  functionary  or  are,  practically  speaking, 
dominated  by  the  federal  government,  which  initiates,  largely 
supports,  and  closely  supervises  the  programs.  I  do  not  contend  that 
this  is  not  proper.  Under  existing  laws  the  expenditure  of  federal 
funds  should  be  federally  supervised.*  But  I  do  believe  that  mere 
delegation  of  administrative  authority  to  lower  levels  does  not 
necessarily  promote  a  sense  of  political  responsibility,  and  I  believe 
even  more  firmly  that  a  system  of  grants-in-aid,  however  beneficent, 

*  Whether  a  system  of  un-supervised  block  grants  might  not  be  advantageously 
introduced  is  a  question  not  to  be  discussed  here. 
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which  pre-empts  one-quarter  of  a  state  budget  and  imposes  controls 
of  one  sort  or  another  on  one-quarter  of  a  state  staff  cannot  be  said 
to  promote  local  participation  in  any  meaningful  sense. 

///.    Adaptation  of  Policy  to  Area  Needs 

It  is  very  fashionable  nowadays  to  assume  that  we  are  not  only 
one  world  but  also  "one  country".  Jet  planes  were  not  necessary  to 
underline  this  point,  which  was  considered  basic  in  1788  when  a 
constitution  was  adopted  in  order  to  form  a  more  perfect  union.  But 
neither  the  constitution,  nor  jet  planes,  nor  the  reduplication  of 
household  appliances  can  ever  make  Vermont  quite  like  Texas.  The 
original  constitution  happily  confined  itself  to  national  defense, 
common  currency,  freedom  of  interstate  commerce,  and  a  few  other 
points.  Even  so,  regional  differences  resulted  in  a  sanguinary  war 
which  high-lighted  and  did  not  completely  liquidate  varying  inter- 
pretations of  our  tradition.  While  neither  war  nor  separation  is 
necessary,  it  remains  true  that  local  differences  exist  and  should  not 
be  disregarded. 

There  are,  shall  we  say,  three  general  methods  of  governing  a 
large  country:  centralization,  administrative  decentralization,  political 
decentralization. 

Centralization.  As  Lord  Bryce  said:  "In  some  countries  possessing 
a  highly  trained  civil  service,  each  department  tends  to  lay  undue 
stress  upon  uniformity,  becomes  attached  to  its  settled  habits,  dislikes 
novelties,  contracts  bureaucratic  methods,  and  may  assume  towards 
the  private  citizen  a  slightly  supercilious  air".5  Not  only  national 
bureaucrats  but  also  national  legislators  may  fall  into  the  error  of 
excessive  uniformity.  However  manifest  the  evils  of  alcoholism,  it  is 
clear  that  nationwide  prohibition  was  perhaps  a  noble,  but  certainly 
a  misguided,  experiment.  Millions  of  people,  accustomed  to  the  free, 
sparing,  and  sensible  consumption  of  liquor  could  not  be  persuaded 
to  accept  the  mores  of  the  mid-west  small  town.  National  legislation 
of  this  sort,  however,  is  less  likely  than  national  legislation,  nationally 
administered,  which  attempts  to  apply  uniform  economic  rules  to 
sections  differing  widely  in  psychological,  agricultural,  climatic,  and 
industrial  milieu.  Soil  conservation  benefits  reasonable  in  one  state 
are  sheer  extravagance  in  others.  Governmental  structures  appropriate 
in  Providence,  Rhode  Island,  are  singularly  inappropriate  in  Taos, 
New  Mexico.  A  system  of  public  assistance  grants  which  is  workable 
in    Connecticut    has    proven    almost    ludicrous    in    Louisiana    and 
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Colorado.  Perhaps  the  most  striking  example  of  the  inutility  of 
uniform  federal  action  has  occurred  in  Colorado.*  While  one  branch 
of  the  federal  government,  acting  under  national  directive  of  price 
support,  is  encouraging  the  plowing  up  of  land  which  should  not  be 
plowed,  another  branch  of  the  federal  government,  acting  under 
national  directive,  is  busily  engaged  in  tying-back  to  the  land  dust 
which  is  blowing  about  as  a  result  of  the  over-cultivation.  Clearly 
everyone  is  well-meaning.  But  clearly  the  rules  do  not  apply  to 
Colorado's  particular  geography.  It  might  be  queried  whether  a  state 
government — even  if  less  "well-meaning" — would  have  invented  a 
local  program  so  contradictory.  In  Italy,  eighty  years  ago,  the 
national  government  tried  to  install  uniform  standards  of  law  enforce- 
ment through  a  centralized  administrative  system.  Today,  Italy  is 
trying  to  remedy  its  conspicuous  failure  by  substituting  for  the 
prefectoral  system  and  the  national  carabinieri  a  system  of  local 
autonomy  in  police  work. 

Administrative  Decentralization.  A  number  of  federal  agencies 
— the  Soil  Conservation  Service,  the  Agricultural  Extension  Service, 
the  Agricultural  Price  Support  agencies,  the  Selective  Service  Adminis- 
tration, and  others — have  worked  out  substantial  administrative 
decentralization.  They  have  helped  to  avoid  the  worst  evils  of 
uniformity  and  have  tried  to  enlist  the  support  of  citizens  on  a 
"local"  level.  Perhaps  big  government  is  learning  the  lesson  that 
much  of  big  business  has  learned:  the  homey  touch  makes  for 
better  public  relations.  But  so  long  as  only  the  personnel  and  not 
the  policy  is  home-grown  it  remains  a  question  whether  adminis- 
trative decentralization  tends  to  thwart  undue  concentration  of  power 
or  to  develop  political  maturity.  The  question  is  one  which  demands 
further  research. 6 

Political  Decentralization.  Admittedly,  in  1960  American  states 
are  less  basically  diversified  than  in  1789.  Admittedly,  through  the 
years  and  through  the  Supreme  Court  decisions,  major  revenue  has, 
contrary  to  the  laws  of  physics,  flowed  upwards.  Admittedly,  when 
an  economy  becomes  nationwide,  the  political  controls  must  follow. 
Innumerable  national  policies  must  be  formulated — some  of  which 
happily  can  be  administered  in  a  decentralized  way. 

*  Former  Governor  Thornton  of  Colorado  noted  this  in  a  statement  which 
appears  in  the  report  of  the  U.  S.  Commission  on  Intergovernmental  Relations, 
p.  153. 
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But  I  still  believe  that  many  policies  need  not,  and  should  not, 
be  centrally  decided.  It  is  not  enough  that  administration  should  be 
decentralized,  although  this  helps  both  in  the  adaptation  to  local 
needs  and  in  the  development  of  local  responsibility.  But  it  still 
leaves  unsolved  a  good  many  problems.  If  a  wise  central  bureaucracy 
does  in  practice  change  central  policy  to  fit  local  needs,  the  only 
excuse  for  the  central  formulation  of  policy  and  for  central  sanction 
for  adaptations  must  be  the  assumption  that  brains  and  conscience 
are  concentrated  in  Washington.  This  is  a  bold  statement,  but  it 
represents  a  viewpoint  widely — if  unavowedly  — held.  I  do  not 
subscribe  to  the  viewpoint.  I  have  seen  little  to  indicate  that  experts 
in  Washington  know  more  about  agriculture  in  Minnesota  than  do 
experts  in  St.  Paul.  I  have  seen  little  to  indicate  that  the  problems 
of  the  aged  in  Mississippi  are  clearer  to  experts  in  Washington  than 
they  are  to  experts  in  Jackson.  I  have  seen  much  to  indicate  that 
peculiar  circumstances  quite  obvious  to  local  leaders  may  make  an 
over-all  policy  ridiculous  or  even  vicious.  If  intelligent  administrative 
decentralization  were  to  increase — a  very  large  "if" — it  might  be  that 
strongly  decentralized  federal  agencies  could  solve  the  problem  of  local 
diversity.  Local  policy-making  obviously  does  so. 

IV.     The  States  as  Experimental  Laboratories 

It  will  perhaps  be  remembered  that  as  of  1941  it  was  the  states 
which  had  pioneered  in  workmen's  compensation,  unemployment 
compensation,  state  liquor  monopolies,  initiative  and  referendum  pro- 
visions, municipal  reform,  declaratory  judgment  acts,  and  a  host  of 
other  fields.  In  fact,  most  of  the  so-called  "new"  policies  of  the 
federal  government  had  been  tested  and  sifted  at  state  and  local 
levels.  Without  the  autonomy  of  states  and  without,  in  the  states, 
substantial  local  freedom,  such  controlled  experimentation  could  not 
exist.  I  believe  that  this  is  still  a  great  value  of  decentralization. 
Certainly  American  state  and  local  governments  are  more  flexible, 
more  ingenious,  and  more  imaginative  that  the  local  institutions  in 
centralized  countries  with  which  I  am  familiar.  It  is  evident  that 
the  values  of  decentralization  mutually  reinforce  each  other.  Freedom 
to  experiment  develops  local  political  maturity,  and  local  political 
maturity  results  in  sensible  experimentation.  Cooperation  of  interested 
citizen  groups  with  local  police  forces  has  greatly  advanced  preventive 
work  in  crime  control. 
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However,  I  tend  to  think  that  now  this  possibility  of  experi- 
mentation— still  a  real  value — appertains  more  to  the  technical 
aspects  of  government  and  is  less  confined  to  locally  autonomous 
units.  Undoubtedly  at  national  meetings  of  local  government  officials 
much  useful  information  is  exchanged.  Police  departments,  fire 
departments,  state  or  county  health  authorities,  working  independ- 
ently, evolve  new  methods  and  new  approaches  which  can  profitably 
be  shared.  At  the  same  time,  it  must  be  conceded  that  regional 
offices  of  federal  agencies  are  also  experimenting,  within  their 
statutory  limitations,  in  new  techniques.  For  that  matter,  govern- 
ments are  borrowing  "methods"  from  the  industrial  and  educational 
groups.  While  it  seems  quite  reasonable  to  point  out  that  under  an 
undue  centralization,  there  would  be  neither  independent  local 
governments,  independent  educational  institutions,  nor  independent 
business  management  to  share  with  federal  bureaus  in  the  process  of 
experimentation,  it  is  only  just  to  add  that  we  have  not  hitherto  been 
opposing  totalitarianism  to  decentralization.  We  have  been  trying  to 
evaluate  the  role  of  political  decentralization  in  the  maintenance  of 
our  general  values.  There  is  wide  scope  for  a  political  scientist  who 
would  objectively  study  the  original  political  and  administrative 
contributions  made  by  state  and  local  governments  in  our  country, 
and  compare  them  with  contributions  made  by  lower  governmental 
units,  not  under  a  tyrannic  despotism,  but  under  reasonably  free 
centralized  systems. 

V.     Separation  of  Issues 

While  a  voter  in  a  centralized  country  has  basically  only  the 
one  choice  of  whether  he  supports  or  rejects  the  existing  "govern- 
ment", in  our  country  the  voter  may  register  separate — and  perhaps 
contrary — decisions  about  city,  county,  state,  and  federal  administra- 
tions. In  terms  of  political  personnel,  this  is  still  a  healthy  situation 
which  prevents  the  entrenchment  of  incompetent  or  even  dishonest 
men  through  sheer  party  membership.  It  is  also  advantageous  where 
problems  are  purely  local.  It  is  hard  to  see  why  the  bond  issue  or  tax 
increase  for  a  new  city  hall  should  be  tied  to  national  policy  in  the 
Far  East. 

On  the  other  hand,  experience  has  convinced  me  that,  while  the 
principle  remains  valid,  there  are  more  problems  than  I  formerly  saw. 
I  shall  name  only  two  such  problems.  They  are  not  decisive — but 
they  deserve  consideration. 
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For  better  or  for  worse,  our  governmental  policy  is  far  more 
centralized  than  it  was  two  decades  ago.  In  innumerable  ways,  state 
and  local  governments  are  now  inextricably  interwoven  with  federal 
government.  It  has  already  been  mentioned  that  almost  one-third 
of  the  budget  of  some  states  is  predetermined  by  federal  grants — 
unless  an  unlikely  state  legislature  should  revert  to  genuine  "states 
rights"  which  would  include  total  fiscal  independence.  The  voter, 
then,  when  he  votes  for  state  officials  is  actually  attempting  to  vote 
for  men  who  will  direct  and  administer  both  federal  and  state 
policies.  If  the  voter  supports  a  certain  federal  pattern,  he  will  be 
unlikely  to  elect  to  state  office  a  man  who  is  in  clear  opposition  to 
that  pattern,  however  able  he  may  have  proven  in  more  local  fields. 
Certain  states — such  as  California — have  expanded  their  ballots 
past  a  practicable  limit.  Even  the  most  intelligent  and  most 
conscientious  voter  cannot  sensibly  be  expected  to  choose  between  two 
candidates  for  the  Superior  Court  or  to  decide  whether  or  not  a 
small-craft  harbor  should  be  developed  in  San  Diego  or  in  San 
Francisco. 

In  other  words,  "separation  of  issues"  is  some  advantage.  It  tends 
to  prevent  the  automatic,  thoughtless  voting  of  "a  ticket".  Its  greatest 
disadvantage  is  that  in  its  extreme  form  it  defeats  its  own  purpose. 
Just  as  the  most  able  students  are  least  likely  to  be  able  to  say 
"true"  or  "false"  on  an  objective  test  because — being  able —  they  tend 
to  consider  qualifications,  so  the  most  thoughtful  voters  are  least 
likely  to  take  seriously  a  ballot  which  calls  for  yes  or  no  answers 
on   as  many   as  fifty  independent  personnel  and  policy  issues. 

VI.    Insulation  Against  Social  Evils 

Of  all  my  comments  twenty  years  ago  this  value  of  decentral- 
ization seems  the  least  tenable  today.  I  was  then  thinking  of  Huey 
Long's  very  localized  dictatorship  in  Louisiana,  and  of  the  very 
localized  resurgence  of  the  Ku  Klux  Klan  in  some  states.  Currently 
I  am  wondering  whether  localization  of  "problems"  is  an  unmixed 
blessing.  The  Jews  in  New  York — the  Catholics  in  Massachusetts — 
the  Negroes  in  the  Old  South.  It  may  well  be  that  these  problems 
are  worse  because  they  are  "contained".  It  may  well  be  that  if  the 
Jewish  influence  in  international  affairs  or  the  Catholic  influence  in 
certain  eastern  seaboard  states  were  more  scattered,  they  might  be 
less  cohesive  and  hence  less  conspicuous. 
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VII.    Cultural  Diversity 

A  value  of  decentralization  which  I  had  not  formerly  considered 
was  brought  to  my  attention  by  the  work  of  Professor  Leopold  Kohr.7 
He  submits  the  thesis  that  great  cultures  have  arisen  only  in  periods 
of  small  governmental  units.  Italy  and  Germany  made  their  out- 
standing cultural  contributions  before,  not  after,  national  unification. 
While  his  historical  statement  seems  valid,  further  analysis  of  his 
supporting  arguments  may  be  called  for.  He  believes  that  the  small 
unit  is  preeminent  in  culture  for  three  reasons: 

1.  Since  leaders  of  a  small  state  have  little  reason  for  military 
aggression,  they  concentrate  on  cultural  pre-eminence. 

2.  Since  the  economic  and  social  problems  of  the  small  state 
are  less  complicated,  leading  citizens  tend  to  use  their  energies  in 
cultural  fields. 

3.  Since  the  total  milieu  of  the  small  state  is  more  unified,  the 
best  minds  turn  not  to  narrow  specialties  but  to  generalized  thought. 

While  Kohr's  comments  about  Italy  and  Germany  in  the  pre- 
unification  periods  are  cogent,  he  is  not  entirely  convincing  in  his 
generalized  thesis.  It  may  be  that  all  three  of  his  points  could  be 
subsumed  under  the  one  point  of  consciously  limited  competition.  It 
may  be  that  when  individuals — or  nations — broaden  that  field  of 
competition,  their  country  as  a  whole  employs  the  same  creative 
activity  in  political  or  economic  fields.  An  outstanding  architect  once 
commented,  quite  seriously,  that  America's  chief  structural  achieve- 
ment of  the  19th  century  was  Standard  Oil. 

Nevertheless  we  might  try  to  assess,  culturally,  the  differences 
between  centralized  and  decentralized  countries.  In  the  former,  there 
is  likely  to  be  one  metropolis  which  is  the  acknowledged  center  of  all 
intellectual  and  artistic  life.  In  the  latter,  there  are  likely  to  be 
innumerable  local  centers  where  orchestras,  art  galleries,  libraries, 
museums,  universities  give  dispersed  cultural  advantages.  The  explora- 
tion of  this  phenomenon  is  work  for  a  social  historian  who  is  aware 
of  the  relevance  of  political  principles. 

Concluding  Suggestions 

If  this  essay  has  been  even  reasonably  perceptive,  a  few  points 
should  emerge.  It  is  definitely  to  our  advantage  to  maintain  a 
system  of  government  which  promotes  political,  economic,  and 
cultural   freedom,   experimentation,   and  self-development.    It  is  my 
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belief  that  political  decentralization  still  holds  the  greatest  promise 
in  these  fields.  While  administrative  decentralization  and  our 
expanding  grants-in-aid  programs  have  permitted  the  employment  of 
local  employees  and  have  tied  local  and  state  governments  into  the 
programs  of  the  central  government,  they  have  also  tended  to  reduce 
the  effectual  power  and  responsibility  of  the  lower  levels.  A  state 
budget  or  employee  roll  which  increases  because  it  is  indissolubly 
connected  with  a  federal  program  is  no  indication  of  state  strength. 
I  repeat  that  there  is  great  need  for  further  study  in  the 
advantages — and  indeed  in  the  disadvantages — of  federalism.  At  the 
moment  I  am  disposed  to  make  only  two  tentative  suggestions: 

1.  If  we  are  to  retain  deconcentration  of  power,  development  of 
local  responsibility,  and  the  other  values  which  we  have  noted,  it 
would  probably  be  better  to  have  a  more  clear-cut  distinction  between 
federal  and  non-federal  functions.  It  may  be  that  federal  functions 
should  increase.  If  so,  let  them  increase  frankly  and  unequivocally. 
It  would  be  better  that  one  service  be  taken  over  completely  than 
that  a  half  dozen  be  taken  over  partially.  There  is  no  element  in 
government  more  generally  disruptive  than  uncertainty  as  to  the  focus 
of  responsibility. 

2.  We  cannot  disregard  the  matter  of  finances.  Under  existing 
laws,  the  federal  government  clearly  controls  the  major  sources  of 
taxation.  I  do  not  intend  to  challenge  this  arrangement.  However 
the  present  system  of  distribution  serves  the  purpose  neither  of  justice 
and  equity  nor  self-determination.  Let  us  admit  that  Mississippi 
is  far  poorer  than  California.  Let  us  admit  that  under  a  federal 
system  we  want  no  "weak  links".  But  under  the  existing  system 
California  and  New  York  are  subsidizing  Mississippi  while  neither 
California,  New  York,  nor  Mississippi  is  determining  the  expenditures. 
Under  a  block  grant  system,  equalization  could  be  achieved,  local 
autonomy  could  be  preserved,  experimentation  would  be  encouraged, 
responsibility  would  be  clearly  defined,  and  the  local  citizen  could 
resume  a  dignified  sense  of  participation  in  policy  making.* 


This  matter  is  thoroughly  discussed  in  Professor  McClelland's  article  in  this 
book. 
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THE  FEDERALIST'S 
VIEW  OF  FEDERALISM* 


he  American  Republic  has  been  regarded  by  nearly 
all  modern  observers  as  the  example  of  a  federal  govern- 
ment. Indeed  the  various  modern  definitions  of  federalism 
are  little  more  than  slightly  generalized  descriptions  of 
the  American  way  of  governing. 

Federalism  may  be  denned  as  the  division  of 
political  power  between  a  central  government, 
with    authority   over    the   entire   territory   of   a 

nation,  and  a  series  of  local  governments,  called  'states'  in 

America  .  .  .1 

A  federation  is  a  single  state  in  which  the  powers  and 
functions  of  government  are  divided  between  a  central 
government  and  several  'local'  governments,  each  having  a 
sphere  of  jurisdiction  within  which  it  is  supreme. 2 

I  have  been  helped  in  the  work  of  which  the  present  essay  is  a  part,  by  many 
people  in  many  ways.  At  the  risk  of  displaying  ingratitude,  I  use  this  opportunity 
to  acknowledge  only  my  great  indebtedness  to  Professors  Marvin  Meyers  and 
Herbert  Storing  of  the  University  of  Chicago. 


21 


The  essential  relationship  involves  a  division  of  activities 
between  the  autonomous  parts  and  the  common  or  central 
organs  of  a  composite  whole.3 

According  to  these  typical  definitions,  the  essential  federal  char- 
acteristic is  the  "division  of  political  power,"  a  division  of  supremacy 
(sovereignty,  as  used  to  be  said)  between  member  states  and  a 
central  government,  each  having  the  final  say  regarding  matters 
belonging  to  its  sphere.  There  is  a  corollary  to  this  sort  of  definition 
which  has  also  come  to  be  generally  accepted.  All  college  students 
are  now  taught  that,  in  this  respect,  there  are  three  kinds  of 
government — confederal,  federal,  and  unitary  (national) — and  that 
the  United  States  exemplifies  the  middle  term.  This  familiar  distinc- 
tion illuminates  the  definitions  of  federalism.  In  this  view,  a 
confederacy  and  a  nation  are  seen  as  the  extremes.  The  defining 
characteristic  of  a  confederacy  is  that  the  associated  states  retain  all 
the  sovereign  power,  with  the  central  body  entirely  dependent  legally 
upon  their  will;  the  defining  characteristic  of  a  nation  is  that  the 
central  body  has  all  the  sovereign  power,  with  the  localities  entirely 
dependent  legally  upon  the  will  of  the  nation.  In  this  view,  then, 
federalism  is  truly  the  middle  term  for  its  defining  characteristic  is 
that  it  modifies  and  then  combines  the  defining  characteristics  of  the 
other  two  forms.  A  federal  system  combines  states  which  confederally 
retain  sovereignty  within  a  certain  sphere,  with  a  central  body  that 
nationally  possesses  sovereignty  within  another  sphere;  the  combina- 
tion creates  a  new  and  different  thing  to  which  is  given  the  name 
federal.  To  this  statement  of  the  modern  view  of  federalism — that 
the  United  States  is  the  example  of  the  federal  division  of  sovereignty, 
a  form  lying  between  and  combining  the  confederal  and  national 
extremes — must  be  added  only  the  following.  It  is  further  thought 
that  the  invention  of  federal  government  was  the  great  contribution 
of   the   Founding   Fathers    to   the   art   of   government. 

Now  what  is  strange  is  this.  The  Federalist,  the  great  contem- 
porary exposition  of  the  Constitution,  emphatically  does  not  regard 
the  Constitution  as  establishing  a  typically  federal,  perhaps  not  even 
a  primarily  federal  system  of  government.  The  Federalist  regards  the 
new  American  Union  as  departing  significantly  from  the  essentially 
federal  character.  The  decisive  statement  is:  "The  proposed  Consti- 
tution, therefore,  is,  in  strictness,  neither  a  national  nor  a  federal 
Constitution,  but  a  composition  of  both."4  As  will  become  clear,  our 
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now  familiar  tripartite  distinction  was  completely  unknown  to  the 
men  who  made  the  Constitution.  For  them,  there  were  but  two 
possible  modes:  confederal  or  federal  as  opposed  to  unitary  or 
national.  In  short,  they  had  a  very  different  understanding  than  we 
do  of  what  federalism  is.  They  had,  therefore,  in  strictness,  to  regard 
their  Constitution  as  a  composition  of  federal  and  national  features. 
We  now  give  the  single  word  federal  to  the  system  the  framers 
regarded  as  possessing  both  federal  and  national  features.  This  means 
we  now  deem  as  a  unique  principle  what  The  Federalist  regarded  as 
a  mere  compound. 

A  careful  reading  of  The  Federalist,  therefore,  is  to  encounter  a 
view  which  raises  questions  about  the  adequacy  of  the  modern 
understanding  of  federalism.  But  the  intention  here  is  not  primarily 
to  judge  of  these  two  views  of  federalism.  The  aim  is  primarily  to 
state  fully  The  Federalist's  view  of  federalism.  The  differing  modern 
view  has  been  stated  to  remind  the  reader  what  preconceptions  about 
federalism  must  at  least  temporarily  be  set  aside  in  order  to  let  The 
Federalist  state  its  own  case. 

I 

How  The  Federalist  speaks  of  federalism  must  be  understood  in 
the  light  of  its  task  and  its  audience.  It  sought  to  influence  the 
ratification  of  the  Constitution.  It  chose  to  do  so  by  means  of  a 
careful  commentary  on  the  Constitution  which  would  emphasize  the 
error  or  irrelevance  of  the  criticisms  being  made  against  it.  Foremost 
among  those  criticisms  was  the  charge  that  the  Constitution  had 
departed  grievously  from  the  true  federal  form,  indeed  was  "calculated 
ultimately  to  make  the  states  one  consolidated  government."  The 
author  of  that  phrase  has  come  to  be  identified  as  one  of  the  leading 
anti-federalists.  But  it  must  be  remembered  that  in  the  article  quoted 
from  he  signed  himself  "Letters  of  a  Federal  Farmer."  The  men  we 
have  come  to  call  the  anti-federalists  regarded  themselves  as  the  true 
federalists.  And  we  must  remember  that  the  choice  of  The  Federalist 
as  the  title  of  the  essays  was  regarded  by  many  as  a  shrewd  and 
unwarranted  usurpation  of  that  term.  As  the  issue  was  fought  in 
1787-89,  The  Federalist  (and  the  Constitution  it  defended)  was 
attacked  as  covertly  consolidationist,  while  the  opponents  of  the 
Constitution  fought  as  the  true  defenders  of  the  federal  principle. 
Everything  that  The  Federalist  says  about  the  federal  aspects  of  the 
Constitution  must  be  understood,  therefore,  in  the  light  of  its  great 
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necessity:  the  demonstration  that  the  Constitution  should  not  be 
rejected  on  the  grounds  of  inadequate  regard  for  the  federal  principle. 

It  will  be  seen  that  it  was  not  accidental  that,  as  compared  with 
its  use  of  other  important  terms  and  concepts,  The  Federalist  is  rather 
inexplicit  and  ambiguous  in  its  treatment  of  federalism.  The  only 
explicit  definition  of  federalism  occurs  in  Federalist  9  by  Hamilton. 
His  definition,  it  will  be  seen,  is  similar  and  leads  easily  to  the 
modern  definition  of  federalism.  Indeed  it  could  be  argued  that  the 
modern  understanding  of  federalism  results  largely  from  the  effort  of 
The  Federalist  to  allay  the  fears  of  the  "true  federalists."  However 
well  The  Federalist  succeeded  with  its  contemporaries,  it  succeeded 
surpassingly  with  modern  political  science.  But  I  propose  to  show  that 
Hamilton's  definition  and  discussion  of  federalism  in  Number  9  is, 
at  least,  incomplete,  and  consequently  is  misleading,  perhaps  deliber- 
ately misleading. 

Federalist  9  is  the  very  important  paper  that  discusses  the 
improvements  in  "the  science  of  politics"  which  have  made  it  possible 
for  "the  enlightened  friends  to  liberty"  to  accept  and  defend 
republican  government.  Hamilton  deals  especially  with  the  improve- 
ment he  calls  the  "enlargement  of  the  orbit"  within  which  popular 
systems  may  revolve.  He  is  led  of  necessity  to  rebut  the  then  familiar 
view  that  republics  must  be  small  and  he  seeks  to  show  that 
Montesquieu,  the  authority  usually  cited  in  support  of  that  view,  in 
fact  recommends  confederation  "as  the  proper  expedient  for  extending 
the  sphere  of  popular  government  .  .  .  ."  This  leads  to  a  consideration 
of  what  may  be  done  by  way  of  ^enlargement  which  is  yet  consonant 
with  the  idea  of  confederation.  Hamilton's  statement  must  be  quoted 
at  length. 

A  distinction,  more  subtle  than  accurate,  has  been  raised 
between  a  confederacy  and  a  consolidation  of  the  States.  The 
essential  characteristic  of  the  first  is  said  to  be  the  restriction 
of  its  authority  to  the  members  in  their  collective  capaci- 
ties ....  It  is  [also]  contended  that  the  national  council 
ought  to  have  no  concern  with  any  object  of  internal  admin- 
istration. An  exact  equality  of  suffrage  between  the  members 
has  also  been  insisted  upon  as  a  leading  feature  of  a  con- 
federate government.  These  positions  are,  in  the  main, 
arbitrary;  they  are  supported  neither  by  principle  nor 
precedent.   It  has  indeed  happened,  that  governments  of  this 
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kind  have  generally  operated  in  the  manner  which  the 
distinction,  taken  notice  of,  supposes  to  be  inherent  in  their 
nature;  but  there  have  been  in  most  of  them  extensive 
exceptions  to  the  practice,  which  serve  to  prove,  as  far  as 
example  will  go,  that  there  is  no  absolute  rule  on  the  subject. 
And  it  will  be  clearly  shown,  in  the  course  of  this  investiga- 
tion, that  as  far  as  the  principle  contended  for  has  prevailed, 
it  has  been  the  cause  of  incurable  disorder  and  imbecility  in 
the  government. 

The  definition  of  a  confederate  republic  seems  simply  to  be, 
'an  assemblage  of  societies,'  or  an  association  of  two  or  more 
states  into  one  state.  The  extent,  modifications,  and  objects 
of  the  federal  authority  are  mere  matters  of  discretion.  So 
long  as  the  separate  organization  of  the  members  be  not 
abolished;  so  long  as  it  exists,  by  a  constitutional  necessity, 
for  local  purposes;  though  it  should  be  in  perfect  subordina- 
tion to  the  general  authority  of  the  union,  it  would  still  be, 
in  fact  and  in  theory,  an  association  of  states,  or  a  con- 
federacy. The  proposed  Constitution,  so  far  from  implying 
an  abolition  of  the  State  governments,  makes  them  consti- 
tuent parts  of  the  national  sovereignty,  by  allowing  them  a 
direct  representation  in  the  Senate,  and  leaves  in  their 
possession  certain  exclusive  and  very  important  portions  of 
sovereign  power.  This  fully  corresponds,  in  every  rational 
import  of  the  terms,  with  the  idea  of  a  federal  governments 

Before  examining  this  passage  closely,  it  will  be  well  to  make 
clear  the  view  that  Hamilton  is  attacking.  Those  who  made  the 
impugned  distinction  between  a  confederacy  and  a  consolidation,  and 
who  assign  to  a  confederacy  the  three  features  which  Hamilton 
denies  are  essential,  were  simply  employing  what  was  then  the 
common  and  traditional  view  of  federalism.  That  traditional  view 
is  made  perfectly  clear  in  the  dictionaries  Hamilton  and  Madison 
and  their  readers  used. 

Federal  .   .  .  from  foedus   (faith)   .  .  .  Relating  to  a  league  or 

contract. 
Federary  ...  A  confederate. 
Federation  ...  A  League. 
Federative  .  .  .  Having  power  to  make  a  league  or  a  contract^ 
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Dr.  Johnson  makes  clear  that  the  then  common  understanding 
of  federalism  involved  no  distinction  between  confederation  and 
federalism.  The  Federalist  similarly  makes  no  such  distinction.  This 
is  evident  in  the  long  passage  from  Hamilton  and  is  true  of  the 
entire  work;  federal  and  confederal  are  used  as  completely  inter- 
changeable terms.  The  Federalist  agrees  fully  with  the  then  common 
usage  at  least  in  seeing  but  one  kind  of  federal  mode.  In  a  moment 
I  shall  argue  that  The  Federalist  further  agrees  with  the  traditional 
view — despite  the  way  Hamilton  in  Federalist  9  obscures  the  extent 
and  significance  of  that  agreement — that  the  federal  mode  is  charac- 
terized by  a  contractual,  voluntary  relationship  of  States  and  has, 
therefore,  the  status  of  a  league.  In  any  event  it  is  because  this  was 
the  then  universal  understanding  of  federalism  that  the  Articles  of 
Confederation  plainly  refers  to  what  it  establishes  as  a  "firm  league 
of  friendship."*  This  is  the  sense  in  which  Locke  used  the  word 
federative  to  refer  to  that  power  or  function  of  government  which 
makes  arrangements  with  other  nations.  This  is  why  Jefferson  spoke 
of  "foreign  relations"  when  describing  the  proper  jurisdiction  of  the 
central  government,  apparently  including  in  this  term  the  relations 
among  the  states,  as  well  as  of  the  whole  Union  with  other  nations. 

We  may  now  begin  to  consider  what  Hamilton  is  doing  in  the 
long  passage  quoted.  The  men  he  is  attacking  were  employing  the 
traditional  understanding  of  federalism.  From  that  traditional  under- 
standing, these  men  had  inferred  three  characteristics  as  traditionally 
belonging  to  a  federal  system,  and  thus  distinguishing  such  a  system 
from  a  consolidated  (national)  system.  Now  the  Constitution  was 
substantially  lacking  in  these  three  characteristics.  The  Federalist  was 
seeking  to  win  the  votes  of  Americans,  the  generality  of  whom  were 
committed  to  the  position  that  the  problems  of  the  Union  should  be 
solved  only  by  federal  means;  that  is,  there  was  a  very  general 
abhorrence  of  "consolidation."  If  federalism  was  admitted  to  require 
the  three  things  which,  it  had  to  be  admitted,  the  Constitution  sub- 
stantially lacked,  then  the  adoption  of  the  Constitution  was  gravely 
imperilled.    Therefore,   Hamilton   had   great   reason   to   impugn   the 

*  This  is  not  to  suggest  that  the  Confederacy  under  the  Articles  was  only  a 
league.  The  Confederacy  was  not,  as  is  often  said,  a  weak  league;  on  the 
contrary,  it  was  a  very  strong  league  as  far  as  leagues  go.  Because  Americans 
sought  so  much  from  them,  the  Articles  indeed  pushed  in  the  direction  of 
national  government.  But  that  is  not  the  point  here;  all  that  is  emphasized  is 
that  the  language  of  the  Articles  reveals  what  men  then  understood  to  be  the 
necessities  of  the  federal  form. 
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traditional  distinction  between  a  confederacy  and  a  consolidation  as 
being  "more  subtle  than  accurate."  He  does  not,  and  of  course  could 
not,  deny  that  there  is  some  difference  between  the  two.  But  he 
wishes  to  have  the  difference  understood  so  that  the  new  Constitution 
could  be  deemed  to  belong  to  the  federal  class.  This  meant  that  the 
difference  had  to  be  understood  in  such  a  way  that  a  confederacy 
did  not  require  the  three  characteristics.  In  general,  it  will  be  seen 
that  Hamilton  is  trying  mightily  to  accomplish  a  narrowing  of  the 
difference  seen  between  confederacy  and  consolidation.  He  is  trying 
to  reduce  the  difference  so  that  certain  features  of  the  Constitution 
will  seem  a  sufficient  fulfillment  of  the  requirements  of  a  federal 
system.  The  question  then  becomes:  has  Hamilton  satisfactorily 
exorcised  the  three  characteristics  from  the  idea  of  federalism,  and 
thereby  rendered  sufficient  the  single  requirement  to  which  he  reduces 
the  idea  of  federalism? 

In  my  opinion,  Hamilton  does  not  make  his  case  satisfactorily. 
The  three  characteristics  his  opponents  claim  for  federalism  are  ("the 
essential  characteristic")  government  over  collectivities,  abstinence 
from  internal  administration,  and  equal  suffrage  of  the  members. 
Hamilton  says  that  "these  positions  are,  in  the  main,  arbitrary;  they 
are  supported  neither  by  principle  nor  precedent."  "Principle"  here 
means  according  to  theory  or  the  nature  of  the  thing;  "precedent" 
means  historical  practice.  Thus,  Hamilton  is  claiming  that  neither  the 
nature  nor  the  history  of  confederacies  supports  the  view  that  the 
three  characteristics  belong  to  federalism. 

Regarding  history,  notice  that  Hamilton  admits  that  "it  has 
indeed  happened"  that  confederacies  have  generally  possessed  the 
claimed  characteristics.  He  only  argues  that  there  have  been  "exten- 
sive exceptions"  to  the  way  he  admits  that  confederacies  have 
"generally  operated."  These  extensive  exceptions  "serve  to  prove,  as 
far  as  example  will  go,  that  there  is  no  absolute  rule  on  the  subject." 
Since  no  one  could  deny  the  existence  of  those  exceptions,  Hamilton 
presumes  thus  to  have  disposed  of  any  support  his  opponents  find  in 
the  history  of  confederacies.  But,  it  can  be  suggested  that  history  is 
on  the  side  of  his  opponents.  "As  far  as  example  will  go,"  Hamilton 
says,  we  can  discern  no  "absolute  rule."  But  neither  Hamilton  nor 
his  opponents  ever  considered  that  history  ("example")  settled 
difficult  questions  absolutely.  Hamilton's  opponents  would  have  seen 
support  in  the  history  of  confederacies  in  a  more  intelligent  way  than 
he  suggests.    They  would  have  regarded  history  not  as  itself  settling 
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the  question  of  what  federalism  is,  but  rather  as  supporting  their 
view  of  the  nature  of  federalism,  a  view  which  would  have  to  rest 
upon  theoretical  considerations.  Consider  a  query  that  they  could 
address  to  Hamilton:  why  has  it  "happened"  that  confederacies  "have 
generally  operated  in  the  manner  .  .  .  [our  view]  supposes  to  be 
inherent  in  their  nature?"  They  themselves  would  answer,  and 
rightly  in  my  opinion,  in  the  following  way.  History  need  not  and 
does  not  always  display  single  principles  in  their  pure  form.  Actual 
confederacies  therefore  can  include  characteristics  belonging  to  other 
principles,  which  become  mixed  in  practice  with  the  federal  principle. 
To  support  a  theoretical  view,  history  need  only  typically  or  pre- 
ponderantly display  the  things  the  theory  supposes.  It  is  admitted 
that  actual  confederacies  preponderantly  display  what  the  theory 
supposes;  hence  example  supports,  in  the  only  way  example  can 
support,  the  theoretical  view  that  federalism  requires  the  three 
characteristics.  Or  to  state  it  still  more  forcefully  for  Hamilton's 
opponents:  federalism  is  such  a  thing  that  it  requires  these  three 
characteristics;  accordingly,  actual  confederacies  typically  display  them 
throughout  history.  If  pressed,  Hamilton  himself,  I  am  convinced, 
would  have  agreed  with  this  rejoinder.  That  is,  he  may  very  well 
have  been  aware  that  he  had  not  met  the  real  issue;  he  may  very 
well  have  known  that  his  argument  could  with  effort  be  refuted. 
Yet  his  refutable  argument  well  served  The  Federalist's  purposes. 
Hamilton  claimed  that  his  opponents  had  no  support  in  history, 
but  he  proved  only  that  history  supplies  no  absolute  rule  on  the 
subject.  As  has  been  suggested,  Hamilton  would  have  to  admit  that 
his  reasoning  is,  strictly  speaking,  fallacious;  but  it  is  at  first  blush 
persuasive.  He  manages  to  leave  the  reader  with  the  impression 
that  history  leaves  the  question  entirely  open.  His  fallacious  but 
persuasive  argument  accomplishes  a  great  deal  for  the  political  object 
of  The  Federalist.  He  accomplishes  nothing  with  the  thoughtful 
"anti-federalists,"  for  they  would  know  the  difference  between  finding 
support  in  history  and  finding  an  absolute  rule  in  history.  But  he 
accomplishes  a  great  deal  with  their  less  thoughtful  supporters  who 
may  well  have  been  fortified  by  a  simple  conviction  that  history 
unambiguously  and  absolutely  condemned  the  Constitution  as  depart- 
ing from  the  federal  principle.  By  unexceptionably  proving  that 
history  supplies  no  absolute  rule,  and  by  even  seeming  to  have  proved 
that  history  leaves  the  question  entirely  open,  Hamilton  forcefully 
upsets  the  simple  conviction  and  thereby  weakens  the  opposition  to 
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the  Constitution.  To  hold  their  followers,  the  thoughtful  "anti- 
federalists"  would  now  have  to  make  a  much  more  complicated,  and 
hence  less  politically  persuasive,  argument.  However  much  The 
Federalist  may  wish  later  to  appeal  to  other  portions  of  its  audience, 
paradoxically,  on  the  grounds  of  the  novelty  of  the  Constitution, 
Hamilton  has  here  managed  to  weaken  the  force  of  that  opposition 
to   the   Constitution  which  spoke  in   the   name  of  tradition. 

Hamilton  claimed  that  his  opponents'  view  had  no  support  in 
principle  or  precedent.  He  failed  to  sustain  the  claim  regarding 
precedent.  He  again  only  seems  to  sustain  but  does  not  actually 
sustain  his  claim  regarding  the  principle  of  the  thing.  Before  proceed- 
ing to  the  second  paragraph  of  the  long  quotation  given  above,  where 
he  asserts  his  own  view  of  the  nature  and  hence  the  requirements 
of  federalism,  Hamilton  makes  only  one  statement  to  prove  that  his 
opponents  are  wrong  about  the  principle  of  federalism. 

It  will  clearly  be  shown,  in  the  course  of  this  investigation, 
that  as  far  as  the  principle  contended  for  has  prevailed,  it 
has  been  the  cause  of  incurable  disorder  and  imbecility  in 
the  government. 

This  clearly  tells  us  nothing  about  what  the  principle  of  federalism 
is,  about  what  it  requires.  Although  that  is  precisely  what  he  must 
do  to  show  how  his  opponents  err  regarding  the  principle  of 
federalism,  Hamilton  abruptly  alters  the  thrust  of  the  argument. 
Notice  the  shift  in  the  way  he  now  uses  the  word  "principle." 
"Principle,"  which  first  meant  according  to  theory  or  nature,  now 
becomes  "the  principle  contended  for"  by  his  opponents.  That  is, 
"principle"  now  refers  to  the  position  of  his  opponents,  which 
position  Hamilton  denounces  as  having  always  "been  the  cause  of 
incurable  disorder  and  imbecility  in  the  government."  As  it  were, 
Hamilton  sets  up  the  question,  "are  these  three  things  required  by 
the  nature  of  federalism?"  But  he  answers,  "they  are  very  bad 
things  for  society,"  which  is  not  to  have  answered  the  question  at  all. 
In  short,  to  this  point,  it  is  Hamilton's  refutation  of  his  opponents' 
view  which  is  "arbitrary,"  having  been  vindicated  "neither  by 
principle  nor  precedent." 

With  his  opponents'  view  skilfully  impugned  but  perfectly  intact, 
Hamilton  proceeds  to  supply  his  own  definition  of  federalism,  one 
which  permits  him  to  derive  only  a  single  characteristic,  which  the 
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Constitution  possesses,  as  necessary  to  the  federal  mode.  "The  defini- 
tion of  a  confederate  republic,"  Hamilton  says,  "seems  simply  to  be 
'an  assemblage  of  societies'  .  .  .  ."  There  are  a  number  of  reasons  why 
we  must  regard  as  questionable  the  status  of  Hamilton's  explicit 
definition  of  federalism.  It  occurs  in  a  passage  where,  as  has  been 
shown,  Hamilton's  argument  has  been  very  weak,  uncharacteristically 
weak,  albeit  rhetorically  effective.  Notice  that  Hamilton  does  not 
say  what  federalism  is  but  rather  what  it  seems  to  be.  His  definition 
belies,  as  I  shall  show,  the  way  The  Federalist  more  profoundly  and 
more  soberly  understands  federalism.  He  does  not  speak  primarily  in 
his  own  name,  but  rather  relies  on  Montesquieu.  There  is  something 
slightly  odd  in  the  quotation  from  Montesquieu.  And  Montesquieu 
properly  understood  supports  not  Hamilton's  view  but  rather  that  of 
his  opponents.  Above  all  the  whole  statement  is  little  more  than 
a  mere  assertion. 

Consider  how  Hamilton  uses  Montesquieu.  He  quotes  the  key 
phrase  twice  in  Federalist  9.  What  is  slightly  odd  is  that  the  second 
time  he  quotes  Montesquieu  he  varies  the  wording  slightly.  The  first 
time  (p.  51)  Hamilton  gives  the  passage  as  "a  kind  of  assemblage  of 
societies."  This  is  an  exact  rendering  of  the  English  translation  of 
Montesquieu  used  in  America  at  the  time.  The  second  time  it  becomes 
merely  "an  assemblage  of  societies."  What  is  interesting  is  that 
Hamilton's  slight  variation  from  the  English  translation  further 
obscures  what  the  translation  had  already  made  unclear.  Had  Mon- 
tesquieu's meaning  not  been  obscured  in  the  English  translation, 
Hamilton  never  could  have  used  Montesquieu's  definition  of  a 
confederal  republic  against  his  opponents;  and  Hamilton's  slight 
variation  made  it  even  easier  for  him  to  use  the  already  garbled 
Montesquieu.  Montesquieu's  meaning  and  its  significance  here  become 
clear  when  the  relevant  passage  is  translated  accurately,  if  ungrace- 
fully. 

"This  form  of  government  [republique  federative]  is  a 
convention  by  which  several  bodies  politic  consent  to  become 
citizens  of  a  larger  State  that  they  want  to  form.  This  is  a 
society  of  societies  who  form  a  new  one,  which  can  enlarge 
itself  through  new  associates  who  join  up."  (Italics  supplied)* 

*  Cette  forme  de  gouvernement  est  une  convention  par  laquelle  plusieurs  Corps 
politiques  consentent  a  devenir  citoyens  d'un  Etat  plus  grand  qu'ils  veulent 
former.    C'est    une    societe    de    societes,    qui    en    font   une   nouvelle,    qui    peut 
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Clearly  the  "anti-federalists"  would  greatly  welcome  the  proper 
statement  of  Montesquieu's  definition.  It  strengthens  their  case  and 
weakens  Hamilton's.  It  is  the  bodies  politic  which  become  the  citizens 
of  the  larger  State.  It  is  in  this  precise  sense  that  it  is  a  society  of 
societies  rather  than  a  society  of  persons;  hence  Montesquieu's  play 
on  the  words.  When  one  compares  Hamilton  with  Montesquieu, 
perhaps  especially  when  one's  attention  is  alerted  by  the  way  Hamil- 
ton twice  quoted  Montesquieu,  it  becomes  apparent  that  Hamilton 
has  introduced  a  novel  content  into  Montesquieu's  original  explicit 
statement  about  federal  republics.  Consider  only  that  for  Hamilton, 
decisively,  the  "citizens"  of  the  proposed  Union  are  not  "bodies 
politic,"  but  individual  persons,  as  in  national  governments.  From 
Montesquieu's  "society  of  societies,"  in  which  the  associating  bodies 
politic  are  the  citizens  of  the  larger  body,  it  is  reasonable  to  infer, 
as  Hamilton's  opponents  did,  that  a  federal  system  must  govern  over 
collectivities,  abstain  from  internal  affairs,  and  that  the  member 
societies  must  have  an  equal  suffrage.  But  with  Nugent's  "a  kind 
of  assemblage  of  societies,"  and  even  more  with  Hamilton's  "an 
assemblage  of  societies,"  one  can  begin  to  escape  the  inferences  drawn 
by  the  "anti-federalists,"  and  to  prepare  men  to  accept  that  much 
less  is  required  for  a  system  to  be  deemed  fully  federal. 

Despite  the  obscurity  of  the  English  translation,  the  "anti- 
federalists"  had  correctly  understood  this  passage  in  Montesquieu. 
They  knew  what  kind  of  an  assemblage  of  societies  he  meant,  and 
what  traditionally  was  supposed  to  be  the  standing  of  the  member 
states  within  it.  In  this  respect,  they  rightly  regarded  themselves  as 
having  the  authority  of  Montesquieu;  Hamilton  was  using  the  passage 
in  a  novel  way.  It  is  apparently  not  known  whether  Hamilton,  who 
was  proficient  in  French,  read  Montesquieu  in  the  original.  Had  he, 
it  would  follow  that  he  supported  his  novel  understanding  of 
federalism    by    a    deliberate   misuse   of   Montesquieu.    Without   that 


s'agrandir  par  de  nouveaux  associes  qui  se  sont  unis."  De  I'Esprit  des  Lois 
(Paris,  Librairie  Gamier  Freres,  n.d.)  Book  IX,  Chapter  1,  Vol.  I,  p.  125.  The 
Thomas  Nugent  translation  which  Americans  then  used  obscures  the  crucial 
points  (I  indicate  these),  and  gratuitously  adds  an  entire  clause.  "This  form 
of  government  is  a  convention  by  which  several  petty  states  agree  to  become 
members  of  a  larger  one,  which  they  intend  to  establish.  It  is  a  kind  of 
assemblage  of  societies,  that  constitute  a  new  one,  capable  of  increasing  by 
means  of  further  associations,  till  they  arrive  at  such  a  degree  of  power  as  to 
be  able  to  provide  for  the  security  of  the  whole  body."  The  Spirit  of  Laws, 
trans.  Thomas  Nugent;  rev.  J.  V.  Prichard  (London,  George  Bell  and  Sons, 
1878),  I,  136-37. 
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knowledge,  it  can  at  least  be  claimed  that,  contrary  to  the  general 
understanding  of  the  passage,  Hamilton  without  further  ado  employed 
it  for  his  own  purposes. 

Having  brought  the  discussion  down  to  the  vague  statement 
about  "an  assemblage  of  societies,"  Hamilton  proceeds  to  claim  that 
there  are  no  necessary  limits  to  the  power  of  the  "federal  authority." 

"So  long  as  the  separate  organization  of  the  members  be  not 
abolished;  so  long  as  it  exists,  by  a  constitutional  necessity, 
for  local  purposes;  though  it  should  be  in  perfect  subor- 
dination to  the  general  authority  of  the  union,  it  would 
still  be,  in  fact  and  theory,  an  association  of  states,  or  a 
confederacy." 

The  existence  of  the  States  by  "constitutional  necessity,"  then, 
Hamilton  declares  to  be  the  essential  and  sole  federal  element.  His 
opponents  would  of  course  agree  that  it  is  a  federal  element.  And 
this  element  the  Constitution  of  course  possessed.  But  on  what 
ground  may  we  agree  with  Hamilton,  against  his  opponents,  that  this 
is  all  that  federalism  requires?  Saving  one  argument,  Hamilton's 
crucial  statement  is  a  mere  assertion,  in  the  form  of  an  arbitrarily 
stated  inference  from  what  was  in  fact  a  garbled  Montesquieu. 

The  one  argument  involves  again  a  reference  to  Montesquieu. 
In  the  last  paragraph  of  the  ninth  paper,  Hamilton  quotes  Montes- 
quieu: "Were  I  to  give  a  model  of  an  excellent  Confederate  Republic, 
it  would  be  that  of  Lycia."  Drawing  upon  Montesquieu,  Hamilton 
emphasizes  that  the  Lycian  confederacy  had  an  unequal  suffrage  of 
members  and  intervened  in  an  extremely  important  internal  matter. 
Notice  that  Lycia  did  comply  with  one  of  the  three  alleged  require- 
ments, and  that  the  one  deemed  by  the  "anti-federalists"  to  be 
"the  essential  characteristic":  the  Lycian  confederacy  apparently 
governed  only  over  collectivities.  Remember  also  that  this  was  for 
Hamilton  the  requirement  most  necessary  to  deny;  but  Lycia  appar- 
ently supports  his  opponents  on  this  one.  In  any  event,  Montesquieu 
is  shown  thus  to  have  regarded  with  the  greatest  favor  a  confederacy 
which  did  not  display  two  of  the  three  characteristics  claimed  for 
the  federal  form.  We  have  here  then  a  massive  "exception"  to  the 
way  confederacies  "generally  operated."  The  question  is:  does  Lycia 
prove  the  "anti-federalists"  wrong  because  it  lacked  what  they 
claimed  to  be  necessary,  or  was  Lycia  "wrong,"  that  is,  less  federal  in 
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that  it  lacked  what  the  "anti-federalists"  claimed  to  be  necessary  to 
federalism?  All  that  Hamilton  offers  to  answer  this  question,  which 
must  be  raised,  is  that  Lycia  was  for  Montesquieu,  so  respected  by  the 
"anti-federalists,"  the  "model  of  an  excellent  Confederate  Republic." 
It  must  suffice  here  to  observe  only  the  following.  Until 
Montesquieu  made  it  his  "model,"  the  Lycian  confederacy  had 
traditionally  been  regarded  as  the  least  federal  of  all  the  famous 
confederacies.  What  Montesquieu  had  in  mind  must  be  left  for 
another  discussion.  But  one  can  understand  what  Hamilton  found 
attractive  in  a  confederacy  the  fame  of  which  rested  on  the  extent 
to  which  it  departed  from  the  federal  form.  That  Hamilton  relied 
so  emphatically  on  so  dubious  a  confederal  example  only  casts  further 
doubt  on  the  extent  to  which  The  Federalist  means  to  settle  the 
federal  question  with  the  attrited  understanding  supplied  by  Hamil- 
ton in  Number  9. 

II 

Hamilton  narrowed  or  truncated  the  understanding  of  federalism, 
creating  thereby  a  federal  test  which  the  Constitution  could  easily 
pass.  In  the  course  of  his  argument  he  was  able  to  claim  that  tradition 
and  even  the  venerated  Montesquieu,  if  not  unequivocally  on  the  side 
of  the  Constitution,  were  at  least  not  the  enemies  of  the  Constitution. 
He  was  enabled  thus  to  assuage  or  at  least  confuse  those  whose  great 
fear  was  the  "consolidating"  tendency  of  the  Constitution.  But  the 
uncharacteristic  weakness  and  other  peculiarities  of  his  argument 
suggest  strongly  that  he  may  not  have  regarded  the  proposed  Consti- 
tution as  nearly  so  federal  as  he  makes  it  seem;  that  he  in  fact  gives 
more  credence  than  seems  at  first  to  the  traditional  view  of  federalism; 
and  that,  therefore,  we  may  expect  The  Federalist  later  to  disclose  a 
more  deeply  considered  view  of  federalism  and  one  which  acknowl- 
edges the  extent  to  which  the  Constitution  departs  from  the  federal 
character. 

The  fuller  and  more  revealing  discussion  occurs  primarily  in 
Federalist  39.  After  dealing  with  the  charge  that  the  Constitution  is 
inadequately   republican,   Madison   turns   to   the  federal   question. 

"But  it  was  not  sufficient,"  say  the  adversaries  of  the 
proposed  Constitution,  "for  the  convention  to  adhere  to 
the    republican    form.     They    ought,    with    equal    care,    to 
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have  preserved  the  federal  form,  which  regards  the  Union 
as  a  Confederacy  of  sovereign  states;  instead  of  which,  they 
have  framed  a  national  government,  which  regards  the 
Union  as  a  consolidation  of  the  States."? 

Madison  begins  his  defense,  interestingly,  with  a  statement  like 
Hamilton's:  "Without  inquiring  into  the  accuracy  of  the  distinction 
on  which  the  objection  is  founded  ..."  Thus  both  Hamilton  and 
Madison  begin  by  casting  doubt  upon  the  way  their  opponents  see 
the  distinction  between  a  confederacy  and  a  consolidation,  which 
way  of  seeing  the  distinction  (that  is,  way  of  defining  federalism) 
leads  to  a  rejection  of  the  Constitution.  But  then  Madison  and 
Hamilton  handle  the  matter  differently.*  Hamilton  so  narrowed 
down  the  traditional  definition  of  federalism  that  the  Constitution 
could  be  deemed  unqualifiedly  federal.  Madison,  however,  after 
entering  a  demurrer  to  the  distinction,  proceeds  to  employ  the  defini- 
tion of  federalism  it  involves.  Early  in  the  argument,  Madison 
specifically  reminds  the  reader  of  his  demurrer.  He  says  of  an  aspect 
of  the  Constitution  that  "it  will  be  a  federal  and  not  a  national  act, 
as  these  terms  are  understood  by  the  objectors  ..."  (Italics  supplied.) 
The  style  of  his  argument  is  therefore:  even  if  your  understanding 
of  federalism  is  granted,  the  Constitution  is  still  sufficiently  federal  to 
satisfy  you.  By  not  plainly  accepting  his  opponents'  understanding 
of  the  terms  federal  and  national,  Madison  is  able  to  retain  for  The 
Federalist  any  rhetorical  advantage  gained  by  Hamilton  in  Number  9. 
Yet  only  once  more  in  Number1  39  does  Madison  thus  hold  himself 
aloof  from  the  objector's  use  of  the  term.  By  the  end  of  the  paper, 
and  in  other  papers,  Madison  drops  even  the  demurrer,  and  in  effect 
accepts  that,  strictly  speaking,  federalism  is  what  his  opponents  under- 
stand it  to  be.  Thus  by  the  end  of  the  paper,  he  says,  without  cavil, 
that  the  Constitution  is  "in  strictness"  a  compound  of  federal  and 
national  features. 

To  estimate  justly  the  force  of  the  criticism  that  the  Constitution 

*  I  do  not  mean  that  Madison  in  Number  39  is  inconsistent  with  or  contradictory 
to  Hamilton  in  Number  9.  Contrary  to  a  common  view,  I  regard  The 
Federalist  to  be  what  it  claims  to  be,  the  consistent  and  comprehensive  work 
of  a  single  author,  Publius  by  name.  I  emphasize  therefore  that  when  I  refer 
to  the  difference  between  Hamilton  and  Madison,  I  mean  only  that  kind  of  a 
difference  one  could  find  in  the  work  of  a  single  author,  a  difference  in  the  way 
the  author's  meaning  is  stated  as  his  work  unfolds. 
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"framed  a  national  government,"*  Madison  says,  at  the  outset,  that  it 
will  be  necessary  "to  ascertain  the  real  character  of  the  government 
in  question." 

In  order  to  ascertain  the  real  character  of  the  government, 
it  may  be  considered  in  relation  [1]  to  the  foundation  on 
which  it  is  to  be  established;  [2]  to  the  sources  from  which 
its  ordinary  powers  are  to  be  drawn;  [3]  to  the  operation 
of  those  powers;  [4]  to  the  extent  of  them;  and  [5]  to  the 
authority  by  which  future  changes  in  the  government  are 
to  be  introduced. 8 

Madison  examines  these  five  ways  of  determining  whether  the 
proposed  government  is  a  confederacy  or  a  national  government. 
First,  as  to  its  mode  of  establishment:  "The  Constitution  is  to  be 
founded  on  the  assent  and  ratification  of  the  people  of  America  .  .  .  ; 
[however]  not  as  individuals  composing  one  entire  nation,  but  as 
composing  the  distinct  and  independent  States  to  which  they  respec- 
tively belong."  "The  act,  therefore,  establishing  the  Constitution,  will 
not  be  a  national,  but  a  federal  act."  He  emphasizes  this  by  pointing 
out  that  neither  a  majority  of  people,  nor  a  majority  of  States  can 
ratify  the  Constitution.  Hence,  "each  State,  in  ratifying  the  Consti- 
tution, is  considered  as  a  sovereign  body,  independent  of  all  others, 
and  only  to  be  bound  by  its  own  voluntary  act.  In  this  relation,  then, 
the  new  Constitution  will,  if  established,  be  a  federal,  and  not  a 
national  constitution."  The  mode  of  ratification,  then,  is  deemed 
federal  by  virtue  of  its  conformity  with  the  traditional  idea  of 
federalism:  the  States  are  the  "citizens"  ratifying  the  Constitution 
(albeit,  crucially,  not  mere  organs  of  existing  state  government,  but 
the  people  of  the  States  acting  in  their  constitutive  capacity);  these 
"societies"  are  forming  the  larger  society.  The  "distinctness  and 
independence  of  States"  is  what  constitutes  the  federal. 

Second,  he  deals  with  "the  sources  from  which  the  ordinary 
powers  of  government  are  to  be  derived."  Madison  styles  the  House 
of    Representatives    unequivocally    national    because    it    derives    "its 

*  Note  how  Madison  states  the  criticism  in  the  way  most  susceptible  of  rejoinder. 
The  "anti-federalists"  did  not  typically  charge  that  the  Constitution  straightfor- 
wardly "framed  a  national  government,"  rather  that  its  compound  of  federal 
and  national  features  was  spurious,  i.e.,  was  calculated  to  become  a  simple 
national  government.  As  will  be  seen,  The  Federalist  has  some  curious  things 
to  say  about  the  future  of  the  compound. 
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powers  from  the  people  of  America  ...  in  the  same  proportion,  and 
on  the  same  principle,  as  they  are  in  the  legislature  of  a  particular 
State."  Contrarily,  the  Senate  is  a  federal  institution  because  it 
"will  derive  its  powers  from  the  States;  as  political  and  co-equal 
societies  .  .  .  ."  Madison  judges  the  Presidency  to  be  "compound," 
"presenting  at  least  as  many  federal  as  national  features."  The 
criterion  for  what  is  federal  is  the  extent  to  which  the  States,  in  the 
election  of  the  president,  function  as  "distinct  and  co-equal  bodies 
politic." 

As  to  the  operation  of  the  ordinary  powers  of  government, 
Madison  prefaces  his  judgment  with  a  reference  to  the  view  of  his 
opponents. 

The  difference  between  a  federal  and  national  government, 
as  it  relates  to  the  operation  of  the  government,  is  supposed 
to  consist  in  this,  that  in  the  former  the  powers  operate  on 
the  political  bodies,  composing  the  Confederacy,  in  their 
political  capacities;  in  the  latter,  on  the  individual  citizens 
composing  the  nation,  in  their  individual  capacities.  On 
trying  the  Constitution  by  this  criterion,  it  falls  under  the 
national,  not  the  federal  character  .  .  .  9 

But  it  is  crucial  to  see  that  Madison  does  not  in  the  least  attempt 
to  invalidate  this  view,  and  indeed  implicitly  accepts  it.   He  offers  no 
argument  whatsoever  that  would  support  any  other  view  than  that 
in  this  respect  the  government  is  national. 
Fourth,  regarding  "extent  of  ^powers": 

The  idea  of  a  national  government  involves  in  it,  not  only 
an  authority  over  the  individual  citizens,  but  an  indefinite 
supremacy  over  all  persons  and  things,  so  far  as  they  are 
objects  of  lawful  government.  Among  a  people  consolidated 
into  one  nation,  this  supremacy  is  completely  vested  in  the 
national  legislature. 

Madison    concludes    that,    with    regard    to    extent    of    powers, 

the  proposed  government  cannot  be  deemed  a  national  one; 
since  its  jurisdiction  extends  to  certain  enumerated  objects 
only,  and  leaves  to  the  several  States  a  residuary  and 
inviolable  sovereignty  over  all  other  objects.  ,0 
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Interestingly,  he  does  not  say  that  it  is,  therefore,  on  this  count 
a  federal  system;  he  says  only  that  it  "cannot  be  deemed  a  national 
one."  This  passage  differs  strikingly  from  the  other  four  comparable 
passages  in  that  the  words  federal  or  confederal  never  appear;  whereas 
in  the  other  four  cases,  Madison  sums  up  his  judgment  by  saying 
that  the  feature  is  either  "national,  not  federal,"  or  "federal,  not 
national."  However,  it  must  be  noted  that  in  the  short  summarizing 
paragraph  which  concludes  Federalist  39,  Madison  does  explicitly 
refer  to  this  aspect  of  the  government  as  "federal."  I  believe  that 
Madison,  on  the  standard  of  judgment  he  is  using,  is  not  entitled  to 
go  so  far;  "compound"  would  be  more  accurate.  What  Madison  does 
not  say  but  clearly  implies,  I  think,  is  the  following.  Insofar  as  some 
portion  of  the  whole  governing  power  remains  with  the  states,  the 
system  is  federal;  insofar  as  some  portion  of  the  governing  power 
belongs  to  a  national  central  government,  the  system  is  national.  It 
is  thus  more  accurate  to  say  that  the  system,  with  regard  to  extent 
of  powers,  is  compound.  We  shall  be  led  soon  to  speculate  on  The 
Federalist's  view  of  what  will  be  the  future  of  this  compound  system, 
whether  it  will  be  stable  or  whether  the  one  or  the  other  principle 
will  predominate. 

Finally  fifth,  as  to  the  "authority  by  which  amendments  are  to 
be  made,"  Madison  finds  it  neither  wholly  national  nor  wholly  federal. 

Were  it  wholly  national,  the  supreme  and  ultimate  authority 
would  reside  in  the  majority  of  the  people  of  the  Union;  and 
this  authority  would  be  competent  at  all  times,  like  that  of 
a  majority  of  every  national  society,  to  alter  or  abolish  its 
established  government.  Were  it  wholly  federal,  on  the 
other  hand,  the  concurrence  of  each  State  in  the  Union 
would  be  essential  to  every  alteration  that  would  be  binding 
on  all  ...  .  In  requiring  more  than  a  majority,  and  particu- 
larly in  computing  the  proportion  by  States,  not  by  citizens, 
it  departs  from  the  national  and  advances  towards  the  federal 
character;  in  rendering  the  concurrence  of  less  than  the 
whole  number  of  States  sufficient,  it  loses  again  the  federal 
and  partakes  of  the  national  character. M 

Again,  Madison  is  lucidly  employing  the  traditional  understand- 
ing of  federalism.    Indeed,  at  the  very  end  of  the  passage,  in  making 
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federalism  require  unanimity,  he  outdoes  his  opponents  in  the 
strictness  with  which  he  understands  the  federal  principle.  The 
Federalist  wants  a  new  and  looser  meaning  to  be  attributed  to 
federalism;  it  wants  to  have  the  Constitution  considered  satisfactorily 
federal.  It  employs  rhetoric  to  exonerate  the  Constitution,  whenever 
it  can,  from  the  stain  of  consolidationism.  But  when  The  Federalist 
speaks  strictly  what  emerges  is  the  traditional  understanding  of  the 
federal  principle.  According  to  the  accepted  meaning  in  1787,  and 
perhaps  in  all  earlier  political  discussions,  federalism  was  that  which 
related  "to  a  league  or  contract";  it  was  a  relationship  of  "bodies 
politic,"  linked  as  the  etymology  of  the  word  tells  us,  by  the  obliga- 
tions of  faith  (foedus,  cognate  with  fides);  its  operating  principles 
derived  from  its  contractual  nature  and  its  dependence  on  good  faith.* 
What  I  have  tried  to  establish  is  that  The  Federalist  implicitly  but 
utterly  accepts  this  as  the  strict,  that  is,  proper  understanding  of 
federalism.  The  Federalist  had  no  novel  understanding  of  what  is 
federal,  it  only  departed  from  others  in  regarding  the  simply  federal 
as  radically  inadequate  for  the  purposes  of  the  Union  it  has  in  mind. 
It  did  have  a  novel  understanding  of  a  new  thing,  not  a  simply 
federal  thing,  but  a  compound  which  it  was  happy  to  have  men  call 
by  the  old  name  federal.  Only  when  we  see  The  Federalist's  implicit 
understanding  of  federalism  may  we  understand  the  full  force  of  the 
statement:  "The  proposed  Constitution,  therefore,  is,  in  strictness, 
neither  a  national  nor  a  federal  Constitution,  but  a  composition  of 
both." 

A  passage  from  Hamilton,  in  which  I  believe  Madison  fully 
concurs,  makes  clear  the  extent  to  which  The  Federalist  regards  the 
simply  federal  as  inadequate. 

*  It  may  be  useful  at  this  point  to  be  reminded  of  the  modern  view  of  federalism. 
On  behalf  of  that  view  Professor  A.  W.  Maemahon  has  claimed  that  "the 
etymological  kinship  of  the  word  (from  Latin  foedus)  with  ideas  of  treaty  and 
of  contract  illuminates  but  no  longer  fixes  the  meaning  of  a  protean  and  widely 
applicable  principle.  The  essential  relationship  involves  a  division  of  activities 
between  the  autonomous  parts  and  the  common  or  central  organs  of  a  com- 
posite whole."  (Encyclopedia  of  the  Social  Sciences,  VI,  173.)  I  insist  in  this 
essay  only  that  we  must  see  the  older  meaning  in  our  reading  of  The  Federalist. 
But  it  may  be  an  error  to  treat  federalism  as  quite  so  "protean  and  widely 
applicable"  a  principle.  Perhaps  The  Federalist  is  wiser,  in  regarding  the 
Constitution  as  a  "compound"  of  two  principles,  than  the  modern  usage  which 
makes  that  compound  a  thing  in  itself,  a  single  principle.  The  answer  would 
depend  in  good  part  upon  which  usage  contributed  most  to  analytical  clarity. 
But  that  is  a  matter  beyond  the  scope  of  the  present  essay. 
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There  is  nothing  absurd  or  impracticable  in  the  idea  of  a 
league  or  alliance  between  independent  nations  for  certain 
defined  purposes  precisely  stated  in  a  treaty  .  .  .  and 
depending  for  its  execution  on  the  good  faith  of  the  parties. 
...  If  the  particular  States  in  this  country  are  disposed  to 
stand  in  a  similar  relation  to  each  other,  and  to  drop  the 
project  of  a  general  DISCRETIONARY  SUPERINTEND- 
ENCE, the  scheme  would  indeed  be  pernicious  .  .  .  but  it 
would  have  the  merit  of  being,  at  least,  consistent  and 
practicable.  Abandoning  all  views  towards  a  confederate 
government,  this  would  bring  us  to  a  simple  alliance  offen- 
sive and  defensive.  .  .  .  But  if  ...  we  still  will  adhere  to  the 
design  of  a  national  government,  or,  which  is  the  same 
thing,  of  a  superintending  power,  under  the  direction  of  a 
common  council,  we  must  resolve  to  incorporate  into  our 
plan  those  ingredients  which  may  be  considered  as  forming 
the  characteristic  difference  between  a  league  and  a  govern- 
ment; we  must  extend  the  authority  of  the  Union  to  the 
persons  of  the  citizens — the  only  proper  objects  of  govern- 
ment.^ 

This  passage  is  from  the  famous  Federalist  15,  the  theme  of 
which  is  the  denunciation  of  legislation  for  states  in  their  collective 
capacities,  as  under  the  Articles,  and  a  defense  of  the  "idea  of 
government"  as  displayed  in  the  "augmentation  of  federal  authority" 
under  the  proposed  Constitution.  Hamilton  is  striking  hard  and 
brilliantly  at  perhaps  the  weakest  point  in  the  "anti-federalist" 
view.  The  "anti-federalists,"  he  claims,  want  "things  repugnant  and 
irreconcilable";  they  want  to  augment  the  federal  authority  "without 
a  diminution  of  State  authority."  They  want  a  "political  monster": 
"sovereignty  in  the  Union,  and  complete  independence  in  the  mem- 
bers." Hamilton  says  one  must  choose  between  a  league  and  a 
government.  But  this  choice,  I  argue,  is  in  the  strict  sense  ultimately 
the  choice  between  the  federal  and  the  national  principles.  I  have 
sought  to  show  that  The  Federalist  and  its  opponents  agree  that  the 
federal  is  "the  idea  of  a  league  ...  for  certain  defined  purposes  .  .  . 
depending  ...  on  the  good  faith  of  the  parties."  When  Hamilton 
denounces  that  arrangement  as  totally  incapable  of  bringing  the 
blessings  of  Union  which  all  want,  he  is  implicitly  denouncing  and 
rejecting  a  decisively  federal  arrangement  for  America.   The  blessings 


39 


of  Union  require  government,  and  that  means  "national  govern- 
ment." The  underlying  problem  is  whether  there  can  be  "confederate 
government,"  that  is,  whether  the  confederal  principle  is  ultimately 
incompatible  with  the  governing  principle.  Governing  directly  over 
individual  citizens  is  what  Hamilton  contends  for,  and  that  is  exactly 
what  Madison  had  to  characterize  as  national  when  he  examined 
the  "operation  of  the  government."  In  short,  the  "characteristic 
difference  between  a  league  and  a  government"  is  essentially  the 
difference  between  the  federal  and  the  national.  The  "characteristic 
difference"  Hamilton  is  insisting  upon  is  what  distinguished  the 
proposed  American  Union  from  what  was  regarded  by  all  contem- 
porary men,  including  The  Federalist's  authors,  as  the  essentially 
federal. 

Let  me  indicate  now  the  extent  of  The  Federalist's  awareness 
of  the  novel  things  it  is  doing  to  the  federal  idea.  In  Federalist  37, 
Madison  defends  the  Federal  Convention  and  urges  that  "many 
allowances  ought  to  be  made  for  the  difficulties  inherent  in  the  very 
nature  of  the  undertaking  referred  to  the  convention."  The  very 
first  difficulty  concerns  the  problem  of  federalism. 

The  novelty  of  the  undertaking  immediately  strikes  us.  It 
has  been  shown  in  the  course  of  these  papers,  that  the 
existing  Confederation  is  founded  on  principles  which  are 
fallacious  ...  It  has  been  shown,  that  the  other  confedera- 
cies which  could  be  consulted  as  precedents  have  been 
vitiated  by  the  same  erroneous  principles,  and  can  therefore 
furnish  no  other  light  than  that  of  beacons,  which  give 
warning  of  the  course  to  be  shunned,  without  pointing  out 
that  which  ought  to  be  pursued.  ,3 

The  proposed  Union,  thus,  is  a  very  novel  confederacy  indeed; 
for  the  Convention  did,  as  The  Federalist  makes  clear,  shun  the 
errors  of  all  past  confederacies.  But,  as  is  also  clear,  it  avoided  past 
confederal  errors  by  creating  a  Union  which  was  radically  less  federal. 
The  Federalist,  it  must  be  understood,  does  not  argue  that  the 
"other  confederacies"  perished  because  they  used  federal  principles 
fallaciously  or  erroneously.  What  was  wrong  with  the  Articles  and 
the  other  confederacies  were  the  essential  federal  principles  them- 
selves. The  great  teaching  of  The  Federalist  is  not  how  to  be  federal 
in  a  better  way,  but  how  to  be  better  by  being  less  federal. 


40 


This  conclusion  would  be  supported  by  a  close  examination  of 
The  Federalist's  extended  analysis  of  all  earlier  confederacies.  The 
indictment  of  the  earlier  confederacies  is  savage.  The  heart  of  the 
indictment  is  that  these  confederacies  perished  miserably,  or  live 
contemptibly,  precisely  because  of  their  fidelity  to  the  whole  of 
the  federal  principle.  The  "novelty"  of  the  Constitution  is  again, 
in  this  context,  indicated  curiously.  Long  after  the  lengthy  descrip- 
tions of  former  confederacies,  and  of  the  miseries  that  resulted 
from  their  essential  principles,  the  whole  purpose  of  which  recitation 
is  to  serve  as  a  warning  for  the  formation  of  the  American  Union, 
we  are  casually  informed  in  passing  that  the  proposed  Union  is  "so 
dissimilar"  from  "most"  of  the  earlier  confederacies  "as  greatly  to 
weaken  any  inference"  concerning  the  former  from  the  latter.  |4 
Again,  it  is  a  very  novel  confederacy  indeed  for  which  inferences 
cannot  well   be  drawn   from   the  experience  of  other  confederacies. 

I  summarize  my  argument  to  this  point.  In  opposing  The 
Federalist's  idea  of  federalism  to  the  modern  understanding,  I 
emphasize  The  Federalist's  view  that  the  federal  consists  not  only 
in  residual  state  jurisdictions,  but  in  the  nature  of  the  central  govern- 
ment. The  Federalist  admits,  indeed  in  its  subtle  rhetoric,  claims 
that  the  proposed  central  government  is  varyingly  federal  and 
national.  I  have  shown  further  that  this  accords  with  the  traditional 
understanding  of  federalism.  It  is  possible  then  to  understand  the 
contribution  which  the  Constitution,  and  The  Federalist  as  the 
great  argument  expounding  it,  made  to  the  "art  of  federal  govern- 
ment." The  contribution  consists  in  this:  they  altered  the  traditional 
federal  form,  by  subtracting  from  it  certain  decisively  federal  features 
and  adding  to  it  certain  decisively  national  features.  In  short,  the 
contribution  of  The  Federalist  is  the  presentation  and  justification 
of  a  new  form  of  government,  neither  federal  nor  national,  but  an 
admixture  of  both  characters. 

Support  for  these  conclusions  is  to  be  found  in  no  less  an 
authority  than  Tocqueville.  What  I  have  claimed  The  Federalist 
declares  the  Constitution  to  create,  Tocqueville  found  in  the  Amer- 
ican government  as  he  saw  it.  Moreover,  Tocqueville  describes  that 
government  in  terms  which  apply  to  it  at  the  very  moment  of  its 
founding;  note  especially  how  at  the  very  end  of  the  passage  Tocque- 
ville seems  only  to  echo  The  Federalist  which  he  had  studied  very 
closely. 
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The  human  understanding  more  easily  invents  new  things 
than  new  words,  and  we  are  hence  constrained  to  employ 
many  improper  and  inadequate  expressions.  When  several 
nations  form  a  permanent  league  and  establish  a  supreme 
authority,  which,  although  it  cannot  act  upon  private  indi- 
viduals like  a  national  government,  still  acts  upon  each  of 
the  confederate  states  in  a  body,  this  government,  which  is 
so  essentially  different  from  all  others,  is  called  Federal. 
Another  form  of  society  is  afterwards  discovered  in  which 
several  states  are  fused  into  one  with  regard  to  certain 
common  interests,  although  they  remain  distinct,  or  only 
confederate,  with  regard  to  all  other  concerns.  In  this  case 
the  central  power  acts  directly  upon  the  governed,  whom  it 
rules  and  judges  in  the  same  manner  as  a  national  govern- 
ment, but  in  a  more  limited  circle.  Evidently  this  is  no 
longer  a  federal  government,  but  an  incomplete  national 
government,  which  is  neither  exactly  national  nor  exactly 
federal,  but  the  new  word  which  ought  to  express  this  novel 
thing  does  not  yet  exist. !S 

III 

Tocqueville's  phrase,  "incomplete  nation,"  raises  explicitly  the 
question  to  which  the  present  discussion  must  move.  The  Federalist 
not  only  regarded  the  system  it  was  expounding  as  containing  the 
two  distinct  principles  of  federalism  and  nationalism,  but  moreover 
considered  these  to  be  two  warring  principles.  This  requires  an 
inquiry  into  The  Federalist's  view  of  the  relationship  of  the  two 
principles. 

The  Federalist  repeatedly  seems  to  argue  that  the  power  of  the 
States  will  tend  to  overwhelm  or  undermine  the  power  of  the  govern- 
ment. The  argument  is  made  in  the  form  of  an  inference  drawn  from 
the  nature  and  history  of  confederacies.  For  example,  Madison  sums 
up  his  paper  on  the  Achaean  League  with  the  claim  that  "it 
emphatically  illustrates  the  tendency  of  federal  bodies  rather  to 
anarchy  among  the  members,  than  to  tyranny  in  the  head."i6 
Hamilton  argues  that 

there  will  be  found  a  kind  of  eccentric  tendency  in  the 
subordinate  or  inferior  orbs,  by  the  operation  of  which  there 


42 


will  be  a  perpetual  effort  in  each  to  fly  off  from  the  common 
centre. ,  7 

Similarly,  the  federal  Germanic  empire,  because  of  "the  fundamental 
principle  on  which  it  rests,  that  the  empire  is  a  community  of 
sovereigns  ...  [is  rendered]  a  nerveless  body.  .  .  .  ",8  "[And]  the 
repellent  quality  incident  to  the  nature  of  sovereignty  .  .  .  prevents 
any  reform  whatever,  founded  on  a  proper  consolidation."^  Thus 
the  general  argument  of  The  Federalist  is  that  confederacies  are 
profoundly  centrifugal  in  tendency.  The  existence  of  that  tendency 
is  used,  of  course,  as  a  justification  for  strongly  shoring  up  the 
national  central  authority. 

But  what  is  the  relevance  of  an  argument  drawn  from  the 
experience  of  confederacies  for  something  very  different,  for  the 
American  Union  which  is  both  confederal  and  national?  The  Union 
is  too  "dissimilar,"  it  must  be  remembered,  for  broad  inferences 
properly  to  be  drawn  from  earlier  confederacies.  However,  "as  the 
States  will  retain,  under  the  proposed  Constitution,  a  very  extensive 
portion  of  active  sovereignty,  the  inference  ought  not  to  be  wholly 
disregarded. "20  What  then  is  the  proper  inference  to  be  drawn  from 
the  centrifugal  tendency  of  confederacies?  By  its  great  emphasis  on 
the  history  of  confederacies,  The  Federalist  makes  it  seem  that  such  a 
tendency  will  not  only  exist  in  the  new  Union,  but  that  it  will  be  the 
dominant  and  persistent  tendency.  This  apparently  being  established, 
The  Federalist  is  free  openly  and  urgently  to  recommend  measures 
for  strengthening  the  central  government,  while  the  reader  is  com- 
forted with  the  conviction  that  the  States  will  remain  the  dominant 
centers  of  power.  But  a  close  inspection  raises  doubts  as  to  whether 
The  Federalist  means  what  it  seems  to  say  about  the  probable 
strength  of  the  states.  All  that  is  unambiguous  is  The  Federalist's 
expectation  that  there  will  be  some  degree  of  "eccentric  tendency." 
How  much?  The  correct  answer  is  that  the  Union  will  display  this 
tendency  to  the  extent  that  it  is  federal.  But  this  leaves  wholly  open 
the  question  of  persistence  and  predominance,  of  the  relative  strengths 
of    the    federal    and    national    principles    in    the    new    Constitution. 

However,  The  Federalist  goes  even  further  and  seems  to  say 
explicitly  that  power  will  always  tend  to  flow  to  the  States,  and 
hence  that  usurpative,  expansionist  tendencies  in  the  central  govern- 
ment need  not  be  feared.  That  is,  if  central  tyranny  is  ventured,  the 
States  will  reduce  the  center  to  its  proper  proportions.   The  Federalist 


43 


repeatedly  addresses  itself  to  the  real  fear  that  the  new  Constitution 
was  only  the  first  step  to  an  entire  consolidation.  Its  main  answer 
is  the  centrifugal  tendency  of  confederacies,  presumably  resulting  in 
the  superior  power  of  the  States.  Once  again  it  is  necessary  to 
examine  the  argument  closely. 

Federalist  17  deals  with  a  complaint  that  has  been  "urged 
against  the  principle  of  legislation  for  the  individual  citizens  of 
America." 

It  may  be  said  that  it  would  tend  to  render  the  government 
of  the  Union  too  powerful,  and  to  enable  it  to  absorb  those 
residuary  authorities,  which  it  might  be  judged  proper  to 
leave  with  the  States  for  local  purposes. 2i 

Hamilton  begins  his  rejoinder  with  a  daring  statement. 

Allowing  the  utmost  latitude  to  the  love  of  power  which  any 
reasonable  man  can  require,  I  confess  I  am  at  a  loss  to 
discover  what  temptation  the  persons  intrusted  with  the 
administration  of  the  general  government  could  ever  feel  to 
divest  the  States  of  the  authorities  of  that  description.  The 
regulation  of  the  mere  domestic  police  of  a  State  appears 
to   me    to   hold   out   slender   allurements    to   ambition. 22 

Hamilton's  reply  means  that  the  new  "confederacy"  is  one 
where  the  States  have  been  stripped  of  all  those  functions  that 
interest  political  men;  hence,  the  States  have  the  same  guarantee 
against  future  central  depredations  that  very  poor  men  have  against 
great  thieves,  namely  poverty.  But  the  crucial  argument  follows. 
Suppose  the  national  government  does  seek  to  expand. 

It  will  always  be  far  more  easy  for  the  State  governments 
to  encroach  upon  the  national  authorities,  than  for  the 
national  government  to  encroach  upon  the  State  authorities. 
The  proof  of  this  proposition  turns  upon  the  greater  degree 
of  influence  which  the  State  governments,  if  they  administer 
their  affairs  with  uprightness  and  prudence,  will  generally 
possess  over  the  people;  a  circumstance  which  at  the  same 
time  teaches  us  that  there  is  an  inherent  and  intrinsic 
weakness  in  all  federal  constitutions;  and  that  too  much 
pains  cannot  be  taken  in  their  organization,  to  give  them 
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all  the  force  which  is  compatible  with  the  principles  of 
liberty. 

The  superiority  of  influence  in  favor  of  the  particular 
governments  would  result  partly  from  the  diffusive  construc- 
tion of  the  national  government,  but  chiefly  from  the  nature 
of  the  objects  to  which  the  attention  of  the  State  adminis- 
trations would  be  directed. 

It  is  a  known  fact  in  human  nature,  that  its  affections  are 
commonly  weak  in  proportion  to  the  distance  or  diffusiveness 
of  the  object.  Upon  the  same  principle  that  a  man  is  more 
attached  to  his  family  than  to  his  neighborhood,  to  his 
neighborhood  than  to  the  community  at  large,  the  people 
of  each  State  would  be  apt  to  feel  a  stronger  bias  towards 
their  local  governments  than  towards  the  government  of  the 
Union;  unless  the  force  of  that  principle  should  be  destroyed 
by  a  much  better  administration  of  the  latter. 
This  strong  propensity  of  the  human  heart  would  find 
powerful   auxiliaries   in   the  objects  of  State  regulation. 23 

These  objects  include  "the  variety  of  more  minute  interests  .  .  . 
which  will  form  so  many  rivulets  of  influence."  And  finally  the 
States  will  possess  in  "the  ordinary  administration  of  criminal  and 
civil  justice," 

the  most  powerful,  most  universal  and  most  attractive  source 
of  popular  obedience  and  attachment.  It  is  that  which, 
being  the  immediate  and  visible  guardian  of  life  and 
property,  having  its  benefits  and  its  terrors  in  constant 
activity  before  the  public  eye,  regulating  all  those  personal 
interests  and  familiar  concerns  to  which  the  sensibility  of 
individuals  is  more  immediately  awake,  contributes,  more 
than  any  other  circumstance,  to  impressing  upon  the  minds 
of  the  people,  affection,  esteem,  and  reverence  towards  the 
government.  This  great  cement  of  society,  which  will  diffuse 
itself  almost  wholly  through  the  channels  of  the  particular 
governments,  independent  of  all  other  causes  of  influence, 
would  insure  them  so  decided  an  empire  over  their  respec- 
tive citizens  as  to  render  them  at  all  times  a  complete 
counterpoise,  and,  not  unfrequently,  dangerous  rivals  to  the 
power  of  the  Union.24 
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Against  the  resounding  affirmation  of  the  last  sentence,  however, 
we  must  set  Hamilton's  qualifications.  The  States  will  have  the 
greater  influence  if  they  administer  their  affairs  well.  Indeed,  there 
is  a  further  catch.  The  people  will  be  more  inclined  to  the  States 
unless  the  central  government  is  much  better  administered.  This 
means  that  even  if  the  States  are  reasonably  well  administered,  their 
influence  over  the  people  will  be  undermined  in  the  event  that  the 
central  government  is  much  better  administered.  What  does  Hamilton 
think  will  actually  happen?  The  answer  is  foreshadowed  in  the 
balance  of  Hamilton's  paper.  It  is  given  over  to  two  historical 
examples.  First,  Hamilton  shows  what  happened  to  "the  ancient 
feudal  systems":  monarchy  finally  prevailed  because  of  the  misconduct 
of  the  "barons,  or  nobles."  Second,  Hamilton  shows  how  the 
Scottish  clans  were  subdued  by  the  English  monarchy.  Here, 
although  the  nobles  ruled  so  as  to  hold  their  subjects  by  "ties 
equivalent  to  those  of  kindred,"  they  were  nonetheless  reduced 
"within  the  rules  of  subordination"  of  the  "more  rational  and  more 
energetic  system  of  civil  polity"  of  England. 

Is  this  not  Hamilton's  answer  to  the  "if"  and  "unless"? 
Typically,  as  in  feudalism,  the  local  authorities  behave  ill  and 
popular  loyalty  turns  to  the  central  authority.  And  even  in  the 
Scottish  case,  where  the  local  authorities  behaved  well,  where  popular 
loyalty  was  a  tie  as  strong  as  kinship,  the  central  authority  by  its 
superior  "system  of  civil  polity"  was  able  to  render  itself  supreme. 
The  answer  seems  to  be  that  the  states,  whether  they  behave  well 
or  not,  will  be  "reduced."  But  we  can  find  a  still  more  certain 
answer. 

The  Federalist  makes  the  crucial  issue  the  question  of  popular 
loyalty,  as  naturally  it  must  be  in  a  democratic  polity.  Whether 
the  States  or  the  central  government  will  tend  to  predominate  will  be 
determined  by  the  action  of  the  people.  What  will  determine  that? 
In  arguing  for  the  right  of  the  central  authority  to  "carry  its  agency 
to  the  persons  of  the  citizens,"  Hamilton  states: 

The  government  of  the  Union,  like  that  of  each  State,  must 
be  able  to  address  itself  immediately  to  the  hopes  and  fears 
of  individuals;  and  to  attract  to  its  support  those  passions 
which  have  the  strongest  influence  upon  the  human  heart.25 
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Further,  and  prefacing  his  statement  with  an  interesting  admis- 
sion of  its  novelty,  Hamilton  argues: 

I  will  .  .  .  hazard  an  observation,  which  will  not  be  the 
less  just  because  to  some  it  may  appear  new;  which  is,  that 
the  more  the  operations  of  the  national  authority  are  inter- 
mingled in  the  ordinary  exercise  of  government,  the  more 
the  citizens  are  accustomed  to  meet  with  it  in  the  common 
occurrences  of  their  political  life,  the  more  it  is  familiarized 
to  their  sight  and  to  their  feelings,  the  further  it  enters  into 
those  objects  which  touch  the  most  sensible  chords  and  put 
in  motion  the  most  active  springs  of  the  human  heart,  the 
greater  will  be  the  probability  that  it  will  conciliate  the 
respect  and  attachment  of  the  community.  .  .  .  The  inference 
is,  that  the  authority  of  the  Union,  and  the  affections  of  the 
citizens  towards  it,  will  be  strengthened,  rather  than 
weakened,  by  its  extension  to  what  are  called  matters  of 
internal  concern.  .  .  .  The  more  it  circulates  through  those 
channels  and  currents  in  which  the  passions  of  mankind 
naturally  flow,  the  less  will  it  require  the  aid  of  the  violent 
and  perilous  expedients  of  compulsion. 26 

The  States  then  will  not  have  so  unchallenged  a  sway,  as  earlier 
suggested,  over  the  things  which  bring  about  "popular  obedience 
and  attachment."  The  national  government  will  compete  for  that 
attachment  by  circulating  through  the  "channels  and  currents  in 
which  the  passions  of  mankind  grow."  Indeed  this  is  but  a  necessary 
inference  from  Hamilton's  argument,  in  Federalist  15,  that  the 
government  of  the  Union  must  be  and  do  all  that  the  "idea  of 
government"  entails.  In  Federalist  27,  Hamilton  gives  a  clear  indica- 
tion of  what  will  be  the  outcome  of  the  competition  for  popular 
loyalty. 

I  believe  it  may  be  laid  down  as  a  general  rule  that  [the 
people's]  confidence  in  and  obedience  to  a  government  will 
commonly  be  proportioned  to  the  goodness  or  badness  of  its 
administration.  .  .  .  Various  reasons  have  been  suggested,  in 
the  course  of  these  papers,  to  induce  a  probability  that  the 
general  government  will  be  better  administered  than  the 
particular  governments. 27 


47 


Madison  discusses  the  same  problem  at  very  great  length  in 
numbers  45  and  46.  Again,  the  argument  initially  seems  plainly  to 
establish  a  probable  inclination  of  popular  loyalty  to  the  states,  and 
hence  a  centrifugal  tendency  in  the  Union.  It  begins  however  with 
a  passage  that  should  alert  the  reader.  Quite  passionately,  Madison 
denounces  those  who  would  sacrifice  the  "solid  happiness  of  the 
people"  so  that  "particular  municipal  establishments  might  enjoy 
a  certain  extent  of  power."  He  even  compares  this  with  the  "impious 
doctrines  .  .  .  that  people  were  made  for  kings,  not  kings  for  people." 

The  public  good,  the  real  welfare  of  the  great  body  of  the 
people,  is  the  supreme  object  to  be  pursued;  and  ...  no 
form  of  government  whatever  has  any  other  value  than  as 
it  may  be  fitted  for  the  attainment  of  this  object. 2s 

Therefore,  if  the  Union  is  inconsistent  with  this  supreme  object, 
abolish   the  Union.    But  far  more  interesting  is  what  follows: 

In  like  manner,  as  far  as  the  sovereignty  of  the  States  cannot 
be  reconciled  to  the  happiness  of  the  people,  the  voice  of 
every  good  citizen  must  be,  Let  the  former  be  sacrificed  to 
the  latter. 29 

After  this  astonishingly  strong  statement,  Madison  soothingly 
states  that  far  from  the  central  government  swallowing  the  state 
governments,  "the  balance  is  much  more  likely  to  be  disturbed  by 
the  preponderancy"  of  the  states.  He  gives  five  reasons:  (1)  While 
the  central  government  will  have  no  agency  in  the  appointment  of 
state  governments,  the  states  will  influence  the  appointment  of  the 
central  government.  (2)  There  will  be  fewer  central  than  state  per- 
sonnel. (3)  The  central  government's  powers  "are  few  and  defined" 
while  the  states'  powers  "are  numerous  and  indefinite."  (4)  Popular 
loyalty  will  incline  to  the  states.  (5)  The  states  will  possess  greater 
"disposition  and  .  .  .  faculty"  to  resist  and  frustrate  central  measures 
than    the   central    government   will    possess    to    frustrate    the   states. 

Madison  means  genuinely  to  demonstrate,  and  succeeds  in 
demonstrating  that  the  States  will  remain  significant  centers  of 
political  power.  But  what  must  be  questioned  is  whether  he  really 
means  to  demonstrate,  or  succeeds  in  demonstrating  that  the  States 
will  possess  the  paramount  political  influence.  Again  the  issue  comes 
down  to  the  probable  location  of  popular  loyalty.    Of  the  five  argu- 
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ments  Madison  makes,  the  last  two  receive  by  far  the  greatest 
attention;  and  the  last  two  deal,  explicitly  in  one  case  and  implicitly 
in  the  other,  with  the  question  of  popular  loyalty. 

Madison  makes  a  long  and  impressive  case  to  show  how  the 
States  will  influence  their  citizens.  However,  Madison  concludes 
his  argument  as  follows: 

If,  therefore,  as  has  been  elsewhere  remarked,  the  people 
should  in  future  become  more  partial  to  the  federal  than 
to  the  State  governments,  the  change  can  only  result  from 
such  manifest  and  irresistible  proofs  of  a  better  adminis- 
tration, as  will  overcome  all  their  antecedent  propensities. 30 

Considering  Madison's  opinion  throughout  The  Federalist  of  the 
inferiority  of  state  government  to  that  of  the  proposed  Union,  it 
seems  highly  probable  that  Madison  expected  the  "antecedent  pro- 
pensities" substantially  to  be  overcome. 

With  superb  rhetorical  skill,  therefore,  The  Federalist  made  the 
dangerous  question  of  future  central-state  relations  turn  on  the 
question  of  popular  support.  It  was  a  basis  for  decision  which 
opponents  of  the  Constitution  would  find  difficult  to  reject.  On 
this  excellent  ground,  The  Federalist  brilliantly  depicted  the  forces 
that  would  tend  to  incline  popular  loyalty  to  the  States.  But  those 
forces  are  only  part,  though  the  most  prominent  part,  of  the  story, 
just  as  the  centrifugal  character  of  confederacies  has  only  a  partial 
relevance  to  a  Union  not  wholly  federal.  The  other  part  of  the  story 
consists  in  the  forces  that  will  incline  popular  loyalty  to  the  central 
government.  As  I  have  tried  to  demonstrate,  even  in  the  arguments 
which  are  most  calculated  to  mollify  opposition  to  the  Constitution, 
The  Federalist's  real  expectation  is  that  centripetal,  rather  than 
centrifugal  forces  will  tend  to  predominate.  This  becomes  even 
clearer  when  we  take  into  account  The  Federalist's  view  of  the  future 
more  generally. 

The  affairs  of  the  Union  will  become  more  and  more  objects 
of  curiosity  and  conversation  among  the  citizens  at  large. 
And  the  increased  intercourse  among  those  of  different 
States  will  contribute  not  a  little  to  diffuse  a  mutual 
knowledge  of  their  affairs,  as  this  again  will  contribute  to  a 
general  assimilation  of  their  manners  and  laws.3i 
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The  changes  of  time,  as  was  formerly  remarked,  on  the 
comparative  situation  of  the  different  States,  will  have  an 
assimilating  effect.  The  effect  of  time  on  the  internal  affairs 
of  the  States,  taken  singly,  will  be  just  the  contrary.  .  .  .  Few 
of  them  have  [yet]  made  much  progress  in  those  branches 
of  industry  which  give  a  variety  and  complexity  to  the 
affairs  of  a  nation. 32 

A  dozen  simUar  statements  could  be  cited,  but  these  will  suffice. 
The  Federalist  expects  all  the  states  to  become  alike.  The  differences 
between  states  will  diminish  as  each  progresses  to  the  same  kind  of 
"variety  and  complexity."  National  affairs,  not  unreasonably,  will 
become  more  and  more  the  object  of  popular  concern.  There  will  be 
"increased  intercourse"  among  citizens  all  over  the  country,  and 
there  will  be  "a  general  assimilation  of  .  .  .  manners  and  laws."  In 
short,  the  national  government  will  be  competing  with  the  state 
government  in  circumstances  that  will  increasingly  tilt  affairs  to  the 
national  plane.  Add  finally  The  Federalist's  view  that  "the  more 
intimate  the  nature  of  such  a  union  may  be,  the  greater  interest  have 
the  members  in  the  political  institutions  of  each  other.  .  .  .  "33 

To  urge  adoption  of  the  Constitution,  The  Federalist  had,"  of 
course,  openly  to  defend  a  great  increase  in  the  central  governing 
power  of  the  Union  At  the  same  time,  it  had  to  allay  the  fear  that 
this  increase  in  governing  power  would  result  in  a  decisively 
consolidated  nation.  One  major  way  it  sought  to  allay  the  fear  was 
by  pointing  to  the  great  vitality  that  would  remain  in  the  states, 
and  by  suggesting  that  in  any  ^contest  the  states  would  win  over 
the  central  government.  I  have  argued  that  the  careful  reader  will 
find  such  "strings"  attached  to  the  mollifying  assurances  as  make 
clear  that  The  Federalist  has  actually  a  different  expectation  or 
hope  regarding  the  outcome  of  the  contest.  This  is  not  to  say  that 
The  Federalist  denies  the  vitality  of  the  federal  elements  of  the 
Constitution,  or  that  there  will  be  a  centrifugal  tendency  in  the 
new  Union.  Rather,  it  should  be  said  that  The  Federalist  is  so 
aware  of  their  vigor  and  force  as  to  fear  those  federal  elements. 
Indeed  this  would  follow  from  what  I  have  argued  is  The  Federalist's 
strict  view  of  the  nature  of  federalism.  But  The  Federalist,  I  claim, 
does  not  expect  the  federal  elements  to  predominate.  It  sees  conflict 
between  the  national  and  federal  principles  in  the  "composition" 
created   by   the   Constitution,   and,   when  read  carefully,  shows  the 
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reason   why   the   national   principle   may   be   expected   and   may   be 
hoped  to  predominate.* 

IV 

Thus  far  we  have  seen  what  The  Federalist  considers  to  be  the 
federal  and  national  features  of  the  Constitution  and  what  it 
expects  their  relationship  to  be.  This  does  not  yet  tell  us  what  value 
The  Federalist  placed  on  the  federal  aspects  of  the  Constitution, 
although  we  may  infer  something  from  the  fact  that  they  expected 
the  national  features  to  predominate.  We  must  look  to  The 
Federalist's  explicit  statements  and  to  the  place  of  the  federal  features 
in   The  Federalist's  general   scheme  of  valued   things. 

The  first  and  most  striking  fact  is  that  The  Federalist  says 
relatively  little  positively  about  the  value  of  the  federal  features. 
Yet  there  was  every  rhetorical  reason  for  The  Federalist  to  assert 
most  eloquently  and  frequently  its  principal  attachment  to  the 
federal  features.  Chief  Justice  Marshall  suggests,  in  another  connec- 
tion, how  one  must  understand  the  silence  of  the  Founding  Fathers. 
In  McCulloch  v.  Maryland,  Marshall  rejects  Maryland's  restrictive 
interpretation  of  the  "necessary  and  proper"  clause.  Amongst  other 
reasons,  he  makes  an  argument  based  on  the  fact  that  the  clause 
appears   on  its  face  to  be  a  grant  of  power  and  not  a  limitation. 

[Now]  the  framers  of  the  Constitution  wished  its  adoption, 
and  well  knew  that  it  would  be  endangered  by  its  strength, 
not  by  its  weakness.  Had  they  been  capable  of  using 
language  which  would  convey  to  the  eye  one  idea,  and,  after 
deep  reflection,  impress  on  the  mind  another,  they  would 
rather  have  disguised  the  grant  of  power,  than  its  limita- 
tions. .  .  .  Had  the  intention  been  to  make  this  clause 
restrictive,  it  would  unquestionably  have  been  so  in  form 
as  well  as  in  effect. 

I  have  followed  this  principle  in  reading  The  Federalist,  and  do 
so   again.     It   becomes   significant   that   The   Federalist  is   relatively 

*  It  goes  without  saying  that  the  argument  that  The  Federalist  hoped  for  national 
predomination  could  greatly  be  strengthened  with  reference  to  the  views  at  the 
time  of  Hamilton  and,  as  well,  Madison.  But  this  would  be  to  go  beyond  the 
scope  of  the  present  essay,  the  purpose  of  which  is  to  understand  the  view  of 
federalism  propounded  by  Publius. 
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reserved  in  its  praise  of  federalism.  Diffidence  on  what  there  was 
the  strongest  reason  to  praise  outspokenly  bespeaks  strong  reservation. 
In  any  event,  The  Federalist  does  not  make  use  of  some  of  the  then 
familiar  arguments  in  favor  of  federalism.  Especially  it  never  makes 
one  very  important  argument  then  widely  accepted.  This  was 
Montesquieu's  explicit  argument  that  the  confederal  form  combines 
"the  internal  advantages  of  a  republican,  together  with  the  external 
force  of  a  monarchical,  government."  The  hallmark  of  this  argument 
is  an  emphasis  on  federal  union  for  purposes  of  defense  against 
external  enemies;  this  argument  stresses,  as  will  be  seen,  the  limita- 
tions on  the  purposes  of  Union.  While  The  Federalist  agrees  that 
defense  is  one  of  the  ends  of  Union,  it  clearly  seeks  much  more  from 
Union.*  Why  The  Federalist  cannot  emphasize  the  famous  formula 
of  Montesquieu  becomes  clear  when  we  remember  that  the  recom- 
mendation of  federal  union  for  defensive  purposes  rested  on  the  view 
that  republicanism  could  exist  only  in  very  small  countries.  But 
small  republics  were  regularly  destroyed  by  big  monarchies.  Hence 
federalism:  the  way  of  combining  for  limited  defensive  purposes  into 
a  league  which  preserves  the  integrity  and  primacy  of  the  small 
member  republics.  By  combining,  the  member  republics  approximate 
"monarchical"  strength;  by  combining  only  in  a  federal  way,  they 
preserve  their  republicanism.  The  crucial  point  is  that,  in  this  then 
familiar  argument  for  federalism,  the  republican  nature  of  the  whole 
depends  upon  the  republicanism  of  the  bodies  politic  which  compose 
it.  That  is  never  the  argument  of  The  Federalist.  The  most  urgent 
single  refrain  in  The  Federalist,  and  the  general  argument  to  which 
the  greatest  attention  is  given,  is  that  the  republicanism  of  the 
proposed  Union  depends  upon  the  republican  character  of  the  central 
government.  "Either  the  mode  in  which  the  federal  government  is  to 
be  constructed  will  render  it  sufficiently  dependent  on  the  people,  or 
it  will  not."34   The  republicanism  of  the  central  government  does  not 


*  See,  for  example,  the  list  of  purposes  or  ends  of  the  Union  given  in  the  last 
sentence  of  Hamilton's  Federalist  13  or  in  the  first  sentence  of  Madison's 
Federalist  14.  Given  these  ends  of  the  Union,  it  is  clear  that  The  Federalist 
sees  the  government  of  the  Union  as  having  a  far  more  ordinary  or  national 
character  than  can  belong  to  a  federal  system,  according  to  The  Federalist's 
strict  understanding  of  federalism.  And  much  as  the  "anti-federalists"  might 
denounce  "consolidation,"  their  resistance  to  the  Constitution  was  vitiated  by 
the  fact  that  they  too  wanted  far  more  from  the  Union  than  a  traditional  view 
of  federalism  made  possible.  As  The  Federalist  delights  in  driving  home,  they 
were  unwilling  to  pay  the  price,  in  abandoning  the  simply  federal,  of  their 
desires. 


52 


depend  upon  its  federal  features,  but  upon  the  republicanism  of  its 
own  nature,  that  is,  decisively  upon  its  national  features.  This  is  a 
novel  and  crucial  aspect  of  The  Federalist.  Its  immediate  significance 
here  is  that  it  helps  explain  the  failure  of  The  Federalist  to  make 
out  a  strong  positive  case  for  the  federal  features.  The  strongest 
contemporary  argument  for  them  was  excluded  by  The  Federalist's 
commitment  to  the  novel  idea  of  a  large  republic. 

The  Federalist's  positive  case  for  the  federal  features  of  the 
Constitution,  comes  down  to  three  different  arguments.  They  are 
valuable  because  they  increase  popular  control  of  government  in 
general;  they  are  in  particular  a  barrier  against  central  tyranny;  and 
they  preserve  local  administration  for  local  purposes.  These  are  the 
only  important  positive  arguments  made  on  their  behalf. 

The  first  two  arguments  are  clearly  related;  both  depend  upon 
the  relation  of  popular  action  to  the  structure  of  the  proposed  Union. 
Hamilton  makes  the  first  argument  in  Federalist  28.  Tyranny  is 
hard  for  the  people  to  resist  in  a  small  state,  easier  to  resist  in  a 
larger  state. 

But  in  a  confederacy  the  people,  without  exaggeration,  may 
be  said  to  be  entirely  the  masters  of  their  own  fate.  Power 
being  almost  always  the  rival  of  power,  the  general  govern- 
ment will  at  all  times  stand  ready  to  check  the  usurpations 
of  the  state  government,  and  these  will  have  the  same 
disposition  towards  the  general  government.  The  people,  by 
throwing  themselves  into  either  scale,  will  infallibly  make  it 
preponderate.  If  their  rights  are  invaded  by  either,  they  can 
make  use  of  the  other  as  the  instrument  of  redress.  How 
wise  will  it  be  in  them  by  cherishing  the  union  to  preserve 
to  themselves  an  advantage  which  can  never  be  too  highly 
prized!35 

In  any  single  state,  "if  the  persons  intrusted  with  supreme  power 
become  usurpers,"  the  resisting  people  will  be  "without  concert, 
without  system,  without  resource."  In  a  system  with  rival  govern- 
ments, the  people  can  be  led  by  one  or  the  other  government  in  the 
struggle  against  the  usurper.  This  is  the  only  time  in  The  Federalist 
that  this  argument  is  emphatically  made.  Further,  it  should  be  noted 
that    this    advantage    to    the   people   requires   not   a   simply   federal, 


53 


but   a   quasi-federal   Union,   where   the   national   government  could 
really   be  effective  in  rallying  the  people  against  the  states. 

The  second  argument  stems  from  the  first  and  is  more  important; 
it  is  made  frequently  and  with  very  great  stress.  Now  it  is  not  a 
question  of  increasing  popular  control  in  general,  but  rather  a 
question  of  how  national  tyranny  or  usurpation  may  be  averted.  The 
argument  is  that  in  the  event  of  any  such  usurpation,  the  States 
would  effectively  rally  the  people  and  subdue  the  national  govern- 
ment. "The  State  governments  will,  in  all  possible  contingencies, 
afford  complete  security  against  invasions  of  the  public  liberty  by  the 
national  authority."  The  states  will  have  able  men,  politically  alert, 
who  with  "all  the  organs  of  civil  power  .  .  .  can  combine  all  the 
resources  of  the  community. "36  Madison  states  the  case  in  more 
general  terms. 

The  existence  of  subordinate  governments,  to  which  the 
people  are  attached,  and  by  which  the  militia  officers  are 
appointed,  forms  a  barrier  against  the  enterprises  of  ambi- 
tion, more  insurmountable  than  any  which  a  simple  govern- 
ment of  any  form  can  admit  of. 

[Were  the  oppressed  Europeans  to  have  arms  and]  local 
governments  chosen  by  themselves,  who  could  collect  the 
national  will  and  direct  the  national  forces  ...  it  may  be 
affirmed  with  the  greatest  assurance,  that  the  throne  of  every 
tyranny  in  Europe  would  be  speedily  overturned. 37 

Against  the  force  of  this  statement,  however,  must  be  set  the 
qualification  that  the  efficacy  of  the  states  in  rallying  the  people 
depends  upon  the  states  possessing  the  loyalty  or  attachment  of  the 
people.  Some  question  has  already  been  raised  as  to  The  Federalist's 
expectation  in  this  matter.  Further,  it  should  be  noted  that  this 
argument  is  usually  made  after  the  fears  of  central  usurpation  have 
been  ridiculed.  The  Federalist  does  not  expect  the  central  govern- 
ment improperly  to  expand  its  powers.  In  the  first  place,  a  very 
substantial  increase  in  the  scope  and  power  of  the  central  government 
would  be  regarded  by  The  Federalist  as  proper.  And  the  primary 
defense  against  tyranny  in  the  central  government  is  its  own  proper 
republicanism  as  that  is  established  by  the  Constitution.  But  this 
is  not  to  deny  that  The  Federalist  does  attach  some  value  to  the 
capacity   of   the   states   to   rally   the  people   against   tyranny   in   the 
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central  government.  However,  the  way  The  Federalist  sees  that  value 
must  be  properly  understood.  The  Federalist's  discussion  of  the 
utility  of  the  state  government,  in  this  respect,  falls  under  the  head 
of  the  right  to  revolution.*  This  federal  element  of  the  Constitution 
makes  its  contribution  not  primarily  in  improving  the  way  Americans 
will  be  governed,  but  in  safeguarding  the  people's  "original  right  of 
self-defense."  An  "incomplete  nation,"  by  its  retention  of  important 
federal  features,  has,  thus,  an  advantage  to  popular  government 
which  no  "simple  government .  .  .  can  admit  of." 

Finally,  Hamilton  speaks  of  a  "conviction  of  the  utility  and 
necessity  of  local  administrations  for  local  purposes. "38  This  conviction 
(along  with  "the  sense  of  the  people"  and  the  "extreme  hazard  of 
provoking"  the  State  governments)  "would  be  a  complete  barrier" 
against  oppressive  central  government.  Hamilton  does  not  expand 
on  this  localizing  virtue  of  federalism.  The  remark  does  not  occur 
in  a  passage  given  to  a  positive  statement  of  the  merits  of  federalism. 
Rather  it  is  a  mere  mention  in  a  passage  summing  up  reasons  why 
improper  central  expansion  need  not  be  feared.  And  there  is  some- 
thing a  bit  ambiguous  in  the  way  Hamilton  puts  it.  He  does  not 
state  his  conviction;  he  does  not  give  his  thoughts  on  the  necessity 
and  utility  of  local  administration  and  how  this  is  related  to 
federalism.  He  refers  only  to  a  "conviction"  that  will  probably  be 
held  by  people  in  general,  which  will  serve  as  an  obstacle  to  national 
encroachment.  There  are  only  two  other  significant  references  to  this 
matter  of  which  I  am  aware. 

The  subordinate  governments  which  can  extend  their  care 
to  all  those  .  .  .  objects  which  can  be  separately  provided 
for,  will  retain  their  due  authority  and  activity.  Were  it 
proposed  by  the  plan  of  the  convention  to  abolish  the 
governments  of  the  particular  States,  its  adversaries  would 
have  some  ground  for  their  objection;  though  it  would  not 
be  difficult  to  show  that  if  they  were  abolished  the  general 


See  for  example  Federalist  27,  p.  173.  "If  the  representatives  of  the  people 
betray  their  constituents,  there  is  then  no  resource  left  but  in  the  exertion  of 
that  original  right  of  self-defense  which  is  paramount  to  all  positive  forms  of 
government,  and  which  against  the  usurpations  of  the  national  rulers,  may  be 
exerted  with  infinitely  better  prospect  of  success  than  against  those  of  the 
rulers  of  an  individual  state."   Italics  supplied. 
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government  would  be  compelled,  by  the  principle  of  self- 
preservation,  to  reinstate  them  in  their  proper  jurisdiction. 39 

The  federal  government  forms  a  happy  combination  .  .  .  the 
great  and  aggregate  interests  being  referred  to  the  national, 
the  local  and  particular  to  the  State  legislatures.^ 

Notice  that  the  emphasis  on  "local  administration  for  local 
purposes"  does  not,  as  The  Federalist  makes  the  argument,  call  for 
any  kind  of  federalism.  It  requires  decentralization,  but  not  neces- 
sarily federal  decentralization.^  Hamilton  and  Madison  were  perfectly 
aware  that  in  England  there  was  a  division  of  labor  but  not  of 
sovereignty,  between  national  and  local  government.  The  virtue  of 
local  government,  as  The  Federalist  makes  the  argument,  is  satisfied 
as  well  by  English  decentralization  as  it  is  by  federal  decentralization 
which  involves  state  sovereignty.  Hence  The  Federalist's  approbation 
of  "local  administration"  cannot  necessarily  be  counted  as  praise  of 
the  federal  aspects  of  the  Constitution. 

This  is  nearly  all  that  The  Federalist  has  to  say  in  defense  of 
federalism.  Given  The  Federalist's  political  situation,  it  is  a  relatively 
weak,  unenthusiastic,  ambiguous  defense,  and  not  of  federalism  as 
such,  but  of  certain  federal  elements  in  a  Constitution  primarily 
national. 

But  if  The  Federalist  does  not  greatly  praise  them  explicitly, 
perhaps  in  practice  The  Federalist  places  great  reliance  on  the 
federal  features  of  the  Constitution.  If,  for  example,  these  federal 
features  are  indispensable  to  the v  operation  of  other  highly  valued 
parts  of  the  Constitution,  then  we  may  infer  a  warmer  opinion  than 
I  have  attributed  to  The  Federalist.  This  essay  may  be  concluded 
with  an  examination  of  that  possibility.  The  only  important  pos- 
sibility lies  with  Madison's  famous  solution  to  the  problem  of  faction. 
There  is,  I  believe,  a  rather  general  opinion  among  political  scientists 
that  the  solution  to  faction  somehow  requires  not  only  a  large,  but 
a  federal  republic.  It  is  easy  to  see  why  the  opinion  has  been  held. 
Madison  does  say  that  the  solution  to  faction  is  "one  of  the  principal 
recommendations   of   a   confederated   republic."42    He   does   say   that 

the  influence  of  factious  leaders  may  kindle  a  flame  within 
their  particular  states,  but  they  will  be  unable  to  spread  a 
general  conflagration  through  the  other  states. 43 
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That  is,  he  does  develop  his  argument  in  terms  applicable  to 
the  proposed  American  Union.  And  this  is  the  context  within  which 
his  argument  has  generally  been  considered.  Thus  it  has  come  to  be 
thought  that  his  argument  somehow  applies  only  to  such  a  union. 
I  believe  this  opinion  to  be  wrong. 

It  will  not  be  necessary  to  repeat  here  his  very  familiar 
argument.  His  main  point  will  suffice. 

The  other  point  of  difference  is,  the  greater  number  of 
citizens  and  the  extent  of  territory  which  may  be  brought 
within  the  compass  of  republican  than  of  democratic 
government;  and  it  is  this  circumstance  principally  which 
renders  factious  combinations  less  to  be  dreaded  in  the 
former  than  in  the  latter. 44 

Or  the  same  point  stated  elsewhere: 

A  people  spread  over  an  extensive  region  cannot,  like  the 
crowded  inhabitants  of  a  small  district,  be  subject  to  the 
infection  of  violent  passions,  or  to  the  danger  of  combining 
in  pursuit  of  unjust  measures. 45 

Notice  the  implication  of  this  principal  circumstance.  The  thing 
required  is  the  "greater  number  of  citizens  and  extent  of  territory." 
That  increase  in  number  and  size  and  that  alone  is  designated 
the  principal  requirement.  If  this  requirement  is  satisfied  by  a 
large  federal  republic,  why  is  it  not  equally  well  satisfied  by  a  large 
unitary  republic?  Madison's  aim  is  the  fragmentation  of  the  factious 
majority,  and  this  he  shows  will  result  from  the  political  and 
economic  ways  of  a  properly  founded  large  republic.  I  see  nothing 
in  his  central  argument  which  implies  that  these  political  and 
economic  factors  would  not  operate  as  well  in  the  large  unitary 
republic  as  they  would  in  a  large  federal  republic.  I  assert  then  that 
there  is  nothing  in  Madison's  argument  itself  which  supports  the 
opinion  that  his  famous  solution  requires  federalism. 

But  it  is  not  necessary  here  to  supply  a  full  analysis  of  Madison's 
solution  to  the  problem  of  faction,  because  I  need  not  rest  my  present 
case  only  on  what  the  Madisonian  analysis  implies.  The  Federalist 
explicitly  supports  the  point  I  am  making. 
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In  Federalist  9,  after  listing  the  recent  improvements  in  "the 
science  of  politics,"  Hamilton  adds,  "however  novel  it  may  appear 
to  some,"  still  one  more  improvement. 

I  mean  the  ENLARGEMENT  of  the  ORBIT  within  which 
such  systems  are  to  revolve,  either  in  respect  to  the  dimen- 
sions of  a  single  state,  or  to  the  consolidation  of  several 
smaller  States  into  one  great  Confederacy.  The  latter  is 
that  which  immediately  concerns  the  object  under  consid- 
eration. It  will,  however,  be  of  use  to  examine  the  principle 
in  its  application  to  a  single  State,  which  shall  be  attended 
to  in  another  place. 46 

The  Federalist,  then,  says  explicitly  that  benefits  flow  from 
enlargement  in  both  federal  and  unitary  systems.  This  means 
that  The  Federalist  promises  a  discussion  of  enlargement  either  in 
strictly  federal  or  unitary  terms;  that  is,  no  discussion  of  enlargement 
is  promised  in  terms  of  the  compound  which  is  the  Constitution. 
This  results,  I  believe,  from  the  fact  that  the  compound  has  no 
peculiar  relevance  to  enlargement,  and  hence  no  peculiar  relevance 
to  the  problem  of  faction.  That  is,  only  the  two  principles — federal 
and  national — are  relevant  to  the  discussion  and  not  the  compound 
which  has  no  principle  of  its  own.  Be  that  as  it  may,  Hamilton 
promises  a  discussion  of  the  enlarged  unitary  ("single  State") 
republic  in  "another  place,"  and  proceeds  himself  to  discuss  the 
advantages  of  confederal  enlargement. 

The  advantages  of  confederal  enlargement  turn  out  to  have 
nothing  in  common  with  the  Madisonian  solution.  Hamilton's  dis- 
cussion of  the  confederal  advantages  consists  almost  entirely  of  a  long 
quotation  from  Montesquieu.  The  chief  advantage  is  that  "  'should 
a  popular  insurrection  happen  in  one  of  the  confederate  states,  the 
others  are  able  to  quell  it.'  "*  That  is,  confederal  enlargement 
ameliorates  the  problem  of  popular  faction  in  a  small  state,  but  only 
by   means   of  forceful   suppression   by   the   other  confederates.    The 


*  Hamilton  has  often  been  accused  of  approaching  the  problem  of  faction  only  in 
terms  of  violent  suppression.  It  is  interesting  that  in  his  only  substantial  dis- 
cussion of  the  problem  in  The  Federalist,  he  makes  no  such  recommendation 
for  force  in  his  own  right,  but  merely  quotes  Montesquieu  on  the  utility  of 
forceful  suppression  of  faction.  Moreover,  it  can  hardly  be  said  that  Hamilton 
is  recommending  a  confederal  solution;  he  is  only  showing  how  it  works. 


58 


solution  by  means  of  confederal  enlargement  is  a  violent  solution, 
emphatically  not  Madison's  famous  solution.  We  may  therefore 
infer  that  that  solution  does  not  belong  to  confederal  enlargement. 

But  more  can  be  said.  Hamilton  promised  that  the  question 
of  enlargement  "in  its  application  to  a  single  state"  would  be  consid- 
ered in  "another  place."  It  turns  out  that  Madison's  positive  presen- 
tation of  his  solution  to  the  problem  of  faction  is  that  other  place. 
As  far  as  I  can  see,  only  three  papers,  numbers  10,  14,  and  51,  are 
candidates  for  that  other  place.  All  three  deal  with  enlargement  and 
faction,  and  all  three  papers  suggest  that  the  solution  to  the  problem 
of  faction  is  being  considered  primarily  in  the  context  of  a  unitary 
system.  It  follows  forcefully  that  so  far  from  federalism  being  in  any 
degree  prerequisite  to  Madison's  solution,  rather  it  is  the  essentially 
unitary  character  which  is  literally  identified  as  prerequisite. 

In  the  whole  of  Federalist  10  there  are  only  two  references  to  the 
federal  aspect  of  the  proposed  Union.  First,  in  discussing  the  benefits 
of  the  representative  principle,  Madison  shows  how  the  federal  aspect 
of  the  Union  will  help  solve  one  difficulty  attending  that  principle.  If 
the  ratio  of  representatives  to  electors  is  too  small,  the  representative 
will  be  insufficiently  acquainted  with  local  circumstances;  if  the  ratio 
is  too  great,  the  representative  will  be  unduly  influenced  by  local 
circumstances.  The  new  Union  will  have  the  right  ratio  because 
"the  federal  Constitution  forms  a  happy  combination  in  this  respect; 
the  great  and  aggregate  interests  being  referred  to  the  national,  the 
local  and  particular  to  the  State  legislatures."  It  should  be  clear 
that  this  statement  does  not  establish  federal  features  as  prerequisite 
to  the  main  teaching  of  number  10.  As  I  have  already  pointed  out, 
this  happy  combination  was  also  achieved  in  the  English  unitary 
system,  with  the  reference  by  the  central  authority  of  local  issues  to 
provincial  and  municipal  institutions.  This  was  a  possibility  of  which 
Madison  could  not  be  unaware.  Further,  the  reference  to  the  federal 
side  of  the  Constitution  does  not  occur  in  the  crucial  part  of 
Madison's  argument  on  faction.  It  is  part  of  his  discussion  of  the 
"scheme  of  representation,"  rather  than  of  enlargement  as  such.  The 
sentence  immediately  following  the  passage  quoted  is  the  one  that 
announces  that  enlargement,  rather  than  representation,  is  the  crucial 
issue,  the  "circumstance  principally"  which  solves  the  problem  of 
faction. 

The  only  other  reference  to  federalism  in  number  10  occurs  in 
the  next  to  last  paragraph.   Here  Madison  speaks  of  the  way  factious 
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evils  may  be  limited  to  "particular  States."*  I  have  already  indicated 
that  this  reference  discloses  only  that  Madison  was  using  language 
and  examples  appropriate  to  the  proposed  Union,  and  not  that  his 
solution  applied  only  to  a  federal  system.  It  is  significant  also  that 
he  ends  the  paragraph  by  comparing  the  relation  here  of  the  States 
to  the  Union,  with  the  relation  of  counties  to  a  State,  an  analogy 
derogating  from  the  federal  dignity  of  the  States. 

In  Federalist  14,  the  case  is  even  clearer.  Here  Madison  is 
dealing  explicitly  with  the  question  of  the  proper  size  of  republics. 
He  rejects  the  fallacious  view  that  they  must  be  small.  The  fallacy, 
he  says,  rests  upon  the  failure  to  see  the  difference  between  a 
republic  and  a  democracy.  The  decisive  difference  between  these 
lies  in  the  principle  of  representation,  by  means  of  which  "a  republic 
may  be  extended  over  a  large  region."  Throughout  the  paper  the 
question  of  largeness  is  made  to  turn  on  the  question  of  representa- 
tion and  its  possibilities. 

If  Europe  has  the  merit  of  discovering  [the  great  principle 
of  representation]  ...  by  the  simple  agency  of  which  the 
will  of  the  largest  political  body  may  be  concentred  .  .  .  , 
America  can  claim  the  merit  of  making  the  discovery  the 
basis  of  unmixed  and  extensive  republics.  It  is  only  to  be 
lamented  that  any  of  her  citizens  should  wish  to  deprive 
her  of  the  additional  merit  of  displaying  its  full  efficacy  in 
the  establishment  of  the  comprehensive  system  now  under 
her  consideration."47 

The  basis  for  enlargement  is  not  federal  division  of  power,  but 
rather  representation,  "this  great  mechanical  power  in  government." 

*  It  would  be  possible  to  suggest  that  the  federal  aspects  of  the  Constitution, 
which  permit  States  of  greater  dignity  than  the  less  powerful  districts  of  a 
unitary  system,  are  in  some  ways  a  handicap  to  Madison's  solution.  Precisely 
because  of  their  federally  endowed  dignity,  the  States  are  capable  of  becoming 
arenas  within  which  local  factions  can  materialize  and  act.  That  is,  it  could 
be  argued,  such  States  preserve  within  the  large  republic,  in  an  attenuated  way, 
some  of  the  dangerous  qualities  of  small  republics.  In  any  event,  consider  the 
sentence  which  has  made  it  seem  that  some  sort  of  federalism  is  prerequisite 
to  Madison's  solution.  "The  influence  of  factious  leaders  may  kindle  a  flame 
within  their  particular  States,  but  will  be  unable  to  spread  a  general  conflagra- 
tion through  the  other  States."  Why  would  Madison's  solution  have  been 
threatened  if,  because  the  system  were  simply  national,  he  had  had  to  say: 
"The  influence  of  factious  leaders  may  kindle  a  flame  within  their  particular 
administrative  districts,  but  will  be  unable  to  spread  a  general  conflagration 
through  the  other  districts  of  the  Nation"? 
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The  individual  American  states,  not  by  federal  means,  but  only  by 
the  application  of  the  principle  of  representation,  have  themselves 
already  become  extensive  republics.  The  same  principle,  not  of 
federalism,  but  of  representation  will  create  the  new  Union.  What 
makes  the  Union  possible  is  the  principle  of  representation  extended 
to  its  "full  efficacy."  What  is  made  clear  in  this  decisive  passage 
and  from  the  context  of  the  whole  paper  is  borne  out  by  its  further 
details.  To  prove  the  feasibility  of  the  large  republic,  Madison 
considers,  with  but  one  exception,  only  certain  difficulties  concerning 
the  principle  of  representation.  He  shows  that  geographical  consid- 
erations are  no  obstacle.  He  emphasizes  that  improved  transportation 
and  communication  will  reduce  difficulties.  In  a  list  of  four  consider- 
ations, he  seems  to  style  the  most  important  the  fact  that  the  states 
farthest  from  the  center  will  have  reason  to  cherish  the  Union, 
despite  handicaps  owing  to  their  difficulty  in  being  represented. 

He  makes  only  one  significant  remark  in  the  paper  on  the 
question  of  federalism.  After  having  made  the  main  argument  which 
shows  how  "favorably"  his  view  of  the  subject  may  be  regarded,  he 
appends  some  additional  observations  "which  will  place  it  in  the 
light  still  more  satisfactory."  One  of  these  concerns  federalism. 
Again,  as  in  number  10,  federalism  is  introduced  in  a  subordinate 
position.  The  feasibility  of  enlargement  by  representation  is  shown 
to  be  further  vindicated  by  the  fact  that  the  "subordinate  govern- 
ments" will  take  care  of  all  local  objects  of  government.  This  passage, 
as  has  already  been  noted,  only  ambiguously  acknowledges  the  status 
of  the  states,  and  indeed  implies  primarily  that  the  states  are 
necessary  only  as  administrative  subdivisions  of  the  "general  govern- 
ment." Federalism,  then,  enters  the  argument  of  number  14,  only 
as  an  addition,  ambiguous  at  that,  which  will  make  the  Union  appear 
in  a  more  satisfactory  light. 

The  only  clear  reference  to  federalism  in  Federalist  51  occurs  in 
one  paragraph.  After  the  famous  discussion  of  separation  of  powers, 
Madison  argues  that  there  are  two  additional  considerations  which 
place  the  American  federal  system  "in  a  very  interesting  point  of 
view."  The  first  is  the  one  involving  federalism.  Madison  argues 
that  the  division  of  power  "between  two  distinct  governments"  is  a 
security  to  "the  rights  of  the  people."  In  addition  to  separation  of 
powers,  this  division  of  power  further  helps  guard  the  people  from 
the  "usurpations"  of  government.  As  has  already  been  acknowledged, 
this  is  one  of  the  main  claims  made  by  The  Federalist  on  behalf  of 
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the  federal  features  of  the  Constitution.  But  the  way  in  which  the 
claim  is  made  in  number  51  makes  it  possible  further  to  demonstrate 
that  they  are  not  prerequisite  to  Madison's  solution  to  the  problem 
of  faction. 

Immediately  after  the  passage  on  federalism,  Madison  turns  to 
the  second  consideration  he  wants  borne  in  mind.  This  is  plainly 
a  restatement  of  the  famous  argument  of  number  10.  He  again 
describes  how  a  large  republic  solves  the  problem  of  faction.  But  a 
distinction  is  implicitly  drawn  between  the  advantage  of  federal 
features  and  the  advantage  of  largeness.  The  federal  features  are  a 
further  security  to  the  people  from  the  depredations  of  government. 
As  it  were,  they  help  "to  guard  the  society  against  the  oppression 
of  rulers."  But  the  "multiplicity  of  interests"  made  possible  by  large- 
ness has  a  wholly  different  function.  It  helps  "to  guard  one  part 
of  the  society  against  the  injustice  of  the  other  part";  it  is  a  security 
against  the  evils  of  the  people,  not  of  government  as  such.  Far  from 
being  prerequisite  to  the  solution  of  the  problem  of  faction,  federalism 
is  shown   in   number  51    to  belong  to  a  wholly  different  problem. 

Madison's  solution  to  the  problem  of  faction,  I  have  argued, 
takes  its  bearings  not  from  the  federal  but  from  the  unitary  mode  of 
government.  It  is  an  advantage  not  derived  from  the  federal  side  of 
the  American  system,  but  from  its  national  side.  Madison  found  the 
proposed  Union  sufficiently  national  to  provide  the  conditions  under 
which  the  problem  of  faction  could  be  solved.  The  status  of  the 
federal  with  respect  to  the  problem  of  faction  in  no  way  undermines 
what  has  been  claimed  in  this  essay  to  be  The  Federalist's  teaching 
on  federalism. 
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FINANCING  DECENTRALIZATION 


NY    DISCUSSION    OF    GOVERNMENTAL    CENTRALIZATION    CON- 

ducted  wholly  in  the  realm  of  political  theory  must 
remain  essentially  in  the  discussion  stage.  The  economic, 
and  particularly,  the  financial  aspects  of  centralization 
also  must  be  resolved  in  order  to  arrive  at  a  feasible 
answer  to  the  problem. 

The  centralization  of  government  functions  which ' 
has  already  occurred  arises  from  an  imbalance  between 
revenue  sources  and  expenditure  needs  at  both  the  state 
and  local  levels.  The  solution  to  date  has  been  national  support  of 
"state  and  local  functions"  by  grants-in-aid.  The  current  program 
necessarily  tends  toward  some  degree  of  national  control.  That  con- 
trol may  be  slight;  it  may  be  benign;  it  may  sometimes  be  justified. 
Any  such  control,  however,  weakens  state  and  local  autonomy,  makes 
the  concepts  of  federalism  less  clear,  and  becomes  cumulative  with  the. 
passage  of  time  and  the  increase  in  grants.* 

(_If   this    trend    toward   centralization   is   to   be   halted,   we  must 
pursue  one  or  more  of  three  courses: 

*Some  examples  of  detailed  controls  will  be  discussed  in  the  section  on  problems 
arising  under  the  grants  system. 
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1.  Reduce  state  and  local  expenditures  to  lessen  the  need  for 
national  assistance. 

2.  Increase  state  and  local  revenues,  so  that  the  lower  levels  of 
government  may  finance  their  own  activities. 

3.  Design  and  administer  national  grants-in-aid  in  such  a  way 
as  to  reduce  centralized  control  J 

This  paper  examines  the  centralization  which  has  occurred,  not 
as  political  theory,  but  from  the  standpoint  of  the  financial  necessities 
involved.  It  then  considers  the  possibilities  for  halting  the  trend,  yet 
still  fit  those  same  financial  necessities. 

Development  of  Grants-In-Aid 

National  expenditures  in  areas  considered  as  the  province  of  the 
states  and  localities  began  very  early  in  our  history.  The  Articles  of 
Confederation  authorized  land  grants  for  educational  purposes,,  and 
the  precedent  was  followed  during  the  early  nineteenth  century.  The 
Morrill  Act  of  1862  provided  land  for  educational  purposes  and  led  to 
subsequent  grants  for  agricultural  experiment  stations,  extension  work, 
and  forestry  aids.  With  the  automobile  came  highway  construction, 
partly  financed  from  1916,  by  federal  grants. 

Even  during  the  prosperous  twenties  financial  trouble  was 
brewing.  The  national  government  was  comfortably  solvent.  It  spent 
only  3  percent  of  a  low  national  budget  on  grants,  financing  them 
by  the  relatively  new  income  and  profits  taxes  and  by  the  older 
customs  and  excises.  But  while  the  national  debt  was  being  systema- 
tically reduced,  state  and  local  debt  was  rising  rapidly. 2  While 
national  expenditures  were  declining,  state  and  local  expenditures — 
for  education  and  highways — were  increasing.  Revenue  sources  were 
inadequate  to  meet  state  and  local  needs.  The  stage  was  being  set 
for  the  complete  breakdown  of  state  and  local  finances  during  the 
thirties. 

VWith  the  depression  the  breakdown  came.  Welfare  expenditures 
increased,  while  the  power  of  state  and  locality  to  tax  and  borrow 
lessened^  Property  taxes,  inadequate  during  the  twenties,  became  even 
less  adequate  as  assessed  values  fell  and  delinquency  rates  rose.  In 
150  of  the  largest  cities  tax  delinquency  rose  from  10.1  percent  in 
1930  to  26.3  percent  in  1933.3  During  the  decade  sales  taxes  appeared 
as  emergency  revenue  sources  in  28  states. 4  By  1939  31  states  had 
income  taxes. 5  Borrowing,  as  a  source  of  emergency  revenue,  was 
restricted  by  constitutional  limitations  and  by  the  reluctance  of  banks 
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and  private  investors  to  accept  state  and  local  debt  obligations.  The 
proportion  of  state  and  local  bonds  paying  more  than  5  percent 
interest  rose  from  6.5  percent  of  total  sales  in  1930  to  37.9  percent 
in  1932.6  Not  only  private  business,  but  localities  and  states  went 
bankrupt. 

In  spite  of  all  efforts,  financial  necessity  forced  the  national 
government  to  extend,  states  and  municipalities  to  accept,  tremendous 
amounts  of  aid.  Such  relief  programs  as  the  RFC,  the  FERA,  and 
the  PWA,  designed  to  alleviate  unemployment,  took  the  form  of 
grants-in-aid  to  the  states  and  localities.  By  1935  the  national 
government  had  taken  direct  responsibility  for  relief  of  employables. 
In  the  same  year  the  Social  Security  Act,  operating  through  grants- 
in-aid,  provided  categorical  relief  for  unemployables  and  other 
distressed  segments  of  the  population  such  as  the  blind  and  dependent 
children.  By  1940  regular  and  permanent  grants,  including  Social 
Security,  amounted  to  more  than  $500  million.?  Because  it  extended 
grants  during  the  thirties,  the  national  government  can  hardly  be 
accused  of  a  conscious  grab  of  power. .  On  the  contrary,  the  growth 
arose  directly  from  the  conditions  of  the  times,  and  the  government's 
intentions  were  to  federalize  not  nationalize. 

During  World  War  II  growth  was  confined  to  emergency  grants 
for  highways,  temporary  facilities,  and  vocational  training — all  part 
of  the  war  effort.  From  1945  to  1948,  however,  grants-in-aid  more 
than  doubled.  All  categories  were  expanded,  especially  highway  aid 
and  public  assistance,  and  new  categories  were  added — the  school 
lunch  program  and  aid  to  airports.  Since  1948  expenditures  have 
more  than  quadrupled.  Thus  the  greatest  increase  in  grants  has  come 
since  the  end  of  World  War  II.  Expenditures  have  increased  12 
times;  the  estimated  $7.9  billion  budgeted  for  fiscal  1962  represents 
9  percent  of  the  national  total. 8  If  required  matching  funds,  about 
$3  billion,  are  added,  nationally  induced  state  and  local  expenditures 
approximate  $11  billion,  nearly  a  quarter  of  total  state  and  local 
expenditures.  In  some  states  the  nationally  induced  portion  of  state 
and  local  expenditures  may  run  as  high  as  40  percent.9 

These  grants  finance  many  activities.  ,0  In  the  1962  budget  the 
largest  grant,  $3  billion,  goes  to  highway  construction.  Public 
assistance  takes  more  than  $2.3  billions.  School  lunches  and  surplus 
commodities  require  $416  million.  Five  hundred  thirty-one  million 
are  devoted  to  housing  and  urban  renewal.  Various  educational 
activities   take  $419  million.    Almost  as  much,  $345  million,  go  to 
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unemployment  compensation  and  employment  services.  One  hundred 
sixty  seven  million  is  proposed  for  hospital  construction.  Almost  $33 
million  is  alloted  to  public  health.  Agricultural  extension  work 
receives  $67  million.  Proposals  of  the  current  administration,  if 
carried   into  effect,  will  swell   the  budgeted   total  considerably. 

Although  grants-in-aid  have  increased  12  times  since  the  war, 
the  states  and  localities  have  not  been  dilatory  in  performing  their 
duties.  Their  expenditures  have  risen  from  $11  billion  in  1946  to 
more  than  $48.9  billion  in  1959.M  Their  bonded  indebtedness  has 
increased  from  $14  billion  in  1946  to  $60  billion  in  1960, ,2  an  average 
of  $3  billion  per  year.  While  annual  expenditures  increased  fourfold 
since  1946,  bonded  indebtedness  to  support  those  expenditures  also 
increased  almost  fourfold.  The  parallel  with  the  twenties  is  apparent. 
Even  in  prosperous  times,  tax  sources  plus  increasing  national  grants 
plus  greater  bonded  indebtedness  have  failed  to  equal  the  apparently 
necessary  volume  of  expenditures.    And  the  end  is  not  in  sight. 

*  Increased  grants-in-aid  at  the  national  level  for  traditionally 
state  and  local  functions  have  been  largely  unavoidable.  The  disparity 
between  revenue  and  expenditure  poses  a  difficult  problem  in  inter- 
governmental fiscal  relations.  If  those  who  fear  greater  centralization, 
and  the  control  which  goes  with  it,  are  to  be  reassured,  a  specific 
program  for  action  is  necessary — and  soon/  Before  considering  any 
program,  however,  we  must  examine  the  objections  to  increased 
centralization  through  national  grants-in-aid. 

Problems  Arising  Under  the  Current  Grants  System 

Different  grants-in-aid  operate  differently.  Some,  like  the  grants 
for  child  welfare  and  vocational  education,  are  for  specific  projects. 
Others,  like  the  public  assistance  program,  guarantee  wide  support 
to  substantial  continuing  programs.  Some  grants  control  standards 
for  administering  personnel;  others  control  the  standards  of  the 
finished  product.  Some  equalize  differences  among  the  financial 
capacities  of  the  states;  most  do  not.  !3 

-'"Grants  have  undoubtedly  served  many  of  the  purposes  for  which 
they  were  established.  Even  though  grants  are  largely  nonequalizing, 
they  have  helped  poorer  states.  They  have  stimulated  government 
services  the  national  government  wished  to  stimulate.  They  have  set 
minimum  standards  of  service.  They  have  improved  state  and  local 
standards  of  personnel  selection. 
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It  was  originally  thought  that  a  grant  program  would  combine 
the  benefits  of  central  collection  and  administration  of  taxes  with 
the  benefits  of  locally  administered  functions  requiring  local  knowl- 
edge and  involving  local  responsibility. ,4  Time  and  experience  have 
only  partially  substantiated  this  theory/ 

(The  greatest  of  the  unforeseen  difficulties  lies  in  the  grants' 
effect  on  the  autonomy  and  financial  responsibility  of  the  lower 
levels  of  government.)  From  the  beginning  some  control  was  written 
into  most  grants — supposedly  just  enough  to  prod  the  states  into 
getting  the  job  done — but  it  is  doubtful  whether  anyone  anticipated 
the  actual  course  of  development.  Control  of  state  activities,  in 
whatever  degree  it  now  exists,  spread  gradually  with  the  passage  of 
time  and  the  expansion  of  grants.  Over  the  short  run,  any  effect  on 
autonomy  is  hardly  perceptible.  Over  the  longer  run,  however, 
cumulative  national  controls  may  become  great  enough  to  threaten 
the  autonomy  of  the  states  and  the  entire  federal  system. 

The  extension  of  national  controls  may  be  illustrated  over  a 
twenty-year  period.  In  1928  the  National  Municipal  League  made  a 
pioneering  study  of  the  grant  program.  By  questionnaire  and 
interview  it  asked  state  officials  working  in  national  aid  programs: 
"Has  federal  aid  led  to  federal  interference  in  state  affairs?" ,5  Of  the 
264  replies  only  6.1  percent  answered  yes.  The  same  question  was 
asked  in  1948  by  the  Council  of  State  Governments  making  a  similar 
study.  1 6  Nearly  36  percent  said  yes.  The  point  is  not  that  two-thirds 
met  no  interference,  but  that  the  percentage  who  did  meet  such 
interference  had  increased  six  fold  in  twenty  years. 

More  recently  the  Commission  on  Intergovernmental  Relations 
and  the  Hoover  Commission  found  stronger  evidence  that  states  were 
losing  autonomy  through  the  grants-in-aid  program.  Several  gover- 
nors on  the  Commission  gave  examples  of  department  heads  who  paid 
less  attention  to  the  governors  than  to  the  national  bureau  which 
provided  part  of  their  funds;  the  national  government  had  exercised 
more  fiscal  authority  over  state  department  heads  than  did  the  state. 
A  number  of  state  budget  directors  told  the  Commission  that  grants- 
in-aid  distorted  their  budgets.  ,7 

A  few  examples  of  the  controls  built  into  grants  will  show  how 
they  limit  state  or  local  policymaking.  Most  of  the  controls  are  well 
intended.  In  fact,  they  are  often  designed  to  "reform"  state  or  local 
government.  However,  they  may  become  a  strait  jacket  on  experi- 
mentally minded  governors,  legislators,  or  local  officials. 
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'Most  grants-in-aid  require  state  governments  to  match  national 
with  state  funds.  The  requirement  may  in  itself  limit  state  financial 
flexibility  and  perhaps  force  less  useful  expenditures.  Some  grants 
— those  to  restore  fish  and  wildlife,  for  example — go  even  further  and 
require  the  states  to  earmark  other  state  revenues  for  particular 
purposes.  Curiously,  the  national  government  itself  does  not  make 
a  budgetary  practice  of  earmarking  revenues^ 

(^Personnel  controls  in  grants  vary  widely.  Some  large  grants,  like 
those  for  highways,  pay  little  attention  to  state  and  local  personnel. 
Some,  like  the  unemployment  compensation  grants,  require  state  civil 
service  systems  in  the  departments  to  which  they  make  grants.  Others, 
like  vocational  education,  circumscribe  the  appointment  of  bureau 
chiefs  with  vocational  requirements.  Grants  like  those  in  public 
assistance,  unemployment  compensation  and  public  housing  specify 
the  type  of  state  or  county  organization  which  shall  administer  them. 
Sometimes  these  requirements  improve  state  or  local  machinery!)  At 
other  times,  they  may  complicate  state  experiments  in  administrative 
organization.  Conditions  attached  to  grants  for  public  housing  have 
had  a  disintegrative  effect  on  local  government.  The  few  states  which 
have  had  public  housing  programs  have  had  no  opportunity  to 
integrate  them  with  federally  assisted  housing  programs. 

(The  greatest  variety  of  controls  is  imposed  on  matters  of  policy. 
The  financing  of  unemployment  compensation  is  largely,  though 
not  entirely,  shaped  by  national  conditions7)The  administration  of 
public  assistance  is  split  into  a  half-dozen  "categories"  by  national 
marking  of  funds.  Some  people  question  whether  illegitimate  births 
are  not  being  unintentionally  encouraged  by  the  national  policy  in 
public  assistance.  National  grants  helped  emphasize  vocational  educa- 
tion in  our  public  school  system. 

These  conditions  illustrate  the  controls  imposed  by  the  eighty-odd 
national  grants.  \The  problem  is  not  so  much  the  control  exercised 
by,  or  the  loss  of  autonomy  arising  from,  a  specific  grant,  but  rather 
the  cumulative  effects  of  the  whole  program.  As  the  grant  system 
embraces  a  continually  wider  variety  of  activities,  its  effects  on  state 
and  local  administration  become  more  pervasivey  If,  as  during  recent 
years,  grants  and  matching  funds  are  approximately  25  percent  of 
increasingly  large  state  and  local  expenditures  on  the  average 
(considerably  higher  percentages  in  individual  states),  the  auton- 
omous operation  of  state  and  local  government  becomes  exceedingly 
difficult. 
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i  Another  great  difficulty  with  national  grants  is  the  uncertainty 
whether  they  really  meet  the  financial  needs  of  individual  states,  and 
thus  help  government  adapt  itself  to  the  various  needs  of  different 
areas.  Grants  are  now  determined  by  a  dozen  or  so  Congressional 
committees  after  processing  by  almost  thirty  separate  national  bureaus. 
A  nationwide  formula  determines  the  amount  allocated  to  each  state 
and  the  purposes  for  which  it  is  allocated.  These  formulae  vary 
tremendously  with  the  viewpoint  of  each  bureau's  staff.  Each  formula 
has  been  sincerely  and  intelligently  worked  out,  but  for  the  specific 
function  and  not  the  needs  of  the  state.  Nevada,  with  one  of  the 
highest  per  capita  incomes  in  the  union,  is  one  of  the  highest  per 
capita  grant  recipients.  Mississippi,  whose  low  per  capita  income 
helps  fix  upon  it  one  of  the  most  difficult  problems  of  general  educa- 
tion, is  offered  a  school  lunch  program  for  which  many  districts 
cannot  qualify.  Poorer  states  which  have  a  substantial  fraction  of 
their  expenditures  determined  by  national  grants  may  well  query  the 
wisdom  of  the  allocations  which  result  in  this  fractionated  budgetary 
process.  When  wealthier  states  object  to  specific  national  require- 
ments, they  can  usually  carry  on  a  particular  program  without  aid 
if  specific  national  requirements  are  objectionable.  Hence  they  register 
no  protest. 

No  one  questions  that  the  program  of  national  grants  involves 
difficulties:  state  autonomy  is  infringed  upon;  the  real  financial  needs 
of  the  states  frequently  remain  unsatisfied.  Nor  does  criticism  remove 
the  basic  need  for  a  grant  program:  state  and  local  revenues  are  ever 
less  adequate  to  meet  necessary  expenditures.  The  relevant  question 
is  clear:  Is  there  a  solution?) 

Possible  Solutions 

The  fact  that  so  many  separate  individuals  and  agencies  are 
perturbed  is  surely  of  some  significance.  If  states  and  localities  are 
actually  losing  their  autonomy,  if  the  real  financial  needs  of 
individual  areas  are  not  met,  then  our  federal  system  is  faced  with  a 
problem  that  must  be  solved.  (The  solution  may  well  lie  in  one  or 
a  combination  of  the  three  actions  suggested  earlier:  1)  expenditure 
reductions,  2)  revenue  increases,  and  3)  consolidated  (block)  grantsA 
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/  J-Expenditure- Reductions 

The  first  action  is  obvious  and  appealing.    If  state,  city,  county, 
and   town   spent  less,   they  would   not  need   national  grants.    It  is 
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extremely  unlikely,  however,  that  they  can  J  In  1959  state  and  local 
governments  had  to  spend  almost  four  times  as  much  as  they  did 
as  recently  as  1946.  A  backlog  of  unsatisfied  needs  had  grown  out 
of  the  depression  and  World  War  II.  Population  has  grown,  and 
inflation  has  become  an  economic  fact  of  life.  The  more  people  have, 
the  more  they  want;  as  standards  of  living  rise,  people  demand  higher 
standards  of  government  service.  Few  today  would  be  willing  to  settle 
for  the  number  or  quality  of  services  provided  them  a  generation  ago 
in  education,  highways,  or  public  health.  This  upward  path  of 
spending  thus  offers  little  hope  of  cutting  expenses  by  the  current 
$7.9  billion  in  aid  granted  by  the  national  government. 

Analysis  indicates  higher  rather  than  lower  state  and  local 
expenditures  in  the  near  future.  Almost  any  newspaper  tells  the  story 
of  state  and  local  concern  with  rising  costs  and  inadequate  revenues. 
A  recent  study  by  Eckstein,  under  the  auspices  of  the  Committee  for 
Economic  Development,  projects  over-all  state  and  local  revenues  and 
expenditures  through  1968. 1 8  These  projections  suggest  larger  expen- 
ditures and  larger  deficits.  His  total  figures,  of  course,  conceal  even 
wider  divergences  between  revenues  and  expenditures  in  some  of  the 
states. 

Not  only  are  higher  rather  than  lower  expenditures  in  prospect 
for  the  immediate  future,  but  they  promise  to  remain  so  for  years. 
Without  doubt  some  state  and  local  administrations  can  and  should 
economize,  but  the  over-all  prospects  are  for  rising  expenditures. 
Even  if  expenditures  could  be  reduced  by  the  $7.9  billion  in  national 
grants,  equalizing  financial  abilities  among  the  states  and  maintaining 
adequate  national  levels  of  service  would  remain  unsolved  problems. 

2)  Revenue  Increases 

If  state  and  local  governments  cannot  afford  to  spend  less,  more 
revenue  might  remove  or  reduce  their  need  for  national  grants. 
Most  states  today  are  diligently  exploring  revenue  possibilities,  but 
not  with  the  idea  of  reducing  grants.  On  the  contrary,  they  only 
hope  they  can  balance  budgets  which  include  grants. 

Even  with  grants,  however,  states  need  to  increase  their  revenues. 
There  are  three  ways  in  which  that  might  be  done:  1)  increase 
productivity  of  existing  sources,  2)  find  new  sources,  and  3)  return 
both  functions  and  revenue  sources  to  the  states. 
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Increase  productivity  of  existing  revenue  sources 

Since  1946  traditional  sources  of  revenue  have  yielded  consid- 
erably more  than  before,  and  they  will  probably  yield  still  more. 
Property  tax  receipts,  the  mainstay  of  local  revenue,  and  sales  tax 
receipts  have  tripled,  while  income  tax  receipts  have  quadrupled. 
But  even  though  total  state  and  local  revenues  have  more  than 
tripled,  they  have  been  insufficient  to  meet  the  backlog  of  expenses 
accumulated  during  the  war  plus  the  needs  of  a  growing  population 
demanding  more  service.  The  result  has  been  deficit  financing  at  the 
rate  of  $3  billion  per  year. 

Examination  of  major  revenue  sources  currently  being  used  by 
the  states  and  localities  shows  that  substantially  increased  revenues 
in  the  future  are  both  unlikely  and  undesirable.  Property  taxes  have 
become  proportionately  less  important  even  though  their  absolute 
amount  has  increased.  Property  tax  collections  fell  from  4.4  percent 
of  the  gross  national  product  in  1929  to  2.9  percent  in  1957.* 
Although  additional  revenues  may  be  expected  through  more  efficient 
assessment  and  administration,  property  taxes  will  probably  never 
assume  their  former  importance  in  the  tax  system.  If  the  decline 
continues,  localities  will  become  progressively  less  able  to  finance 
their  own  activities. 

Sales  taxes,  the  most  important  revenue  source  in  most  of  the 
states  which  use  them  are  ordinarily  regressive  even  though  many 
states  exempt  necessities  from  taxation.  The  higher  tax  rates  are 
raised,  the  more  equity  is  infringed  upon.  Although  some  states 
have  no  sales  tax,  the  number  which  does  is  growing;  five  states 
introduced  it  into  their  tax  system  from  1951  to  1955.  Others  will 
probably  be  forced  to  follow  suit.  Sales  taxes  will  become  more 
important  as  other  states  introduce  them  and  as  consumption  grows, 
but  they  cannot  carry  the  necessary  load. 

State  personal  income  taxes,  which  comply  with  equity  considera- 
tions, were  levied  even  before  the  national  income  tax,  and  are 
employed  by  32  states  today.  They  produce  only  11  percent  of 
state  revenue.  This  source  will  hardly  become  more  important,** 
both  because  marginal  rates  at  the  national  level  are  so  high  and 
because  receipts  are  so  unstable  during  periods  of  business  fluctuation. 

*  The  figure  of  2.9  percent  is  somewhat  higher  than  in  other  recent  years. 
**No  new  state  income  taxes  have  been  levied  since  1940. 
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State  and  local  revenues  should  continue  to  rise,  but  because  of 
equity  considerations  and  the  equalization  problem,  it  is  questionable 
whether  they  can  or  should  bear  the  full  expense  of  state  and  local 
functions. 

Find  new  sources  of  state  and  local  revenue 

Few  satisfactory  new  sources  of  state  and  local  revenue  have 
been  suggested,  nor  have  experiments  been  made  which  seem  to 
warrant  further  development.  ,9  In  1940  Philadelphia  introduced  a 
municipal  income  tax,  which  has  spread  to  more  than  400  other 
municipalities.  Administratively  it  is  objectionable  because  it  adds  a 
third  level  of  income  taxes.  Because  it  is  levied  only  on  wages  and 
salaries  earned  within  the  municipality,  property  incomes  are  privi- 
leged. Because  it  allows  no  deductions  or  exemptions  no  matter  how 
large  the  family  or  how  small  the  income,  it  is  seriously  regressive. 
It  can  be  justified,  if  at  all,  on  two  grounds  alone.  First,  the  city 
needs  additional  revenue.  Second,  suburban  dwellers  utilize  city 
services  for  which  they  would  not  otherwise  pay.  Certainly  the 
income  tax  can  be  levied  more  equitably  and  administered  more 
effectively  by  other  levels  of  government. 

The  Joint  Federal-State  Action  Committee  tried  to  find  out 
whether  any  national  sources  of  revenue  could  be  expediently 
transferred  to  states  and  localities. 2o  Could  estate  and  death  taxes 
be  revised  to  yield  more  state  and  local  revenue?  Could  tobacco 
taxes  and  certain  excise  taxes — like  those  on  admissions,  amusements, 
club  dues,  and  safety  deposit  boxes — be  transferred  to  the  localities? 
If  they  could,  states  and  localities  would  be  helped;  but  even  if  they 
could  the  problem  of  equalization  would  remain. 

Simultaneous  transfer  of  revenue  sources  and  functions  from  the 
national  to  the  state  level 

The  Federal-State  Action  Committee,  recognizing  the  problems 
inherent  in  growing  centralization  and  searching  for  practical  solu- 
tions, suggested  an  initial  approach  in  December  1957.  First,  national 
grants  for  vocational  education  and  for  municipal  sewage  disposal 
plants  would  be  abolished.  Second,  states  would  take  over  full 
financial  responsibility  for  these  programs.  Finally,  states  would  be 
provided  additional  revenue  through  a  4  percent  local  telephone  tax, 
to  serve  as  a  40  percent  credit  against  the  10  percent  national 
telephone  tax.2i    The  proposal  appeared  as  a  recommendation  in  the 


76 


President's  budget  message  of  January  1958;  no  legislative  action  was 
taken  during  the  session. 

Although  limited,  the  program  was  intended  as  a  start  towards 
return  of  functions  to  lower  levels  of  government.  At  first  glance  it 
seemed  to  have  considerable  merit.  National  grants  for  the  two 
functions  amounted  to  $88  million;  additional  state  receipts  from  the 
4  percent  local  telephone  tax  were  estimated  at  $148  million.  A 
closer  examination  uncovered  immediate  difficulties  of  which  the 
Federal-State  Action  Committee  was  well  aware.  There  was  no 
necessary  balance,  state  by  state,  between  revenue  lost  by  the 
abolition  of  national  grants  and  revenue  gained  from  a  local  telephone 
tax.  Many  states  would  receive  less  from  the  new  telephone  tax  than 
from  the  national  grants  it  would  supplant.  Tying  functions  and 
revenue  sources  together  into  one  package  raised  more  problems  than 
it  solved. 

The  committee,  again  trying  to  match  revenue  losses  with  gains, 
made  further  recommendations  to  the  President  in  December,  1958. 22 
States  were  to  levy  a  3  percent  tax  on  local  telephone  service,  and 
the  Treasury  was  to  distribute  the  revenue  equivalent  to  a  1  percent 
tax  on  all  local  telephones  to  those  states  which  had  shortages  under 
the  previous  proposal.  All  states  would  receive  at  least  40  percent 
more  than  their  grant-in-aid  allotments  for  vocational  education  and 
sewage  disposal.  These  revised  suggestions  were  also  recommended 
by  the  President  for  enactment,  such  legislation  to  take  effect  1  July 
1960,    thus    giving    the   states    time   to    take    necessary   action. 23 

If  Congress  had  followed  the  Presidential  recommendations,  it 
would  have  helped  decentralization,  but  not  very  much.  It  seems 
doubtful  whether  this  approach  can  be  extended  much  further  even  if 
Congress  were  willing  to  go  along  with  the  suggestions. 

3)  Consolidated  (Block)  Grants 

National  grants-in-aid  are  clearly  here  to  stay.  As  state  and 
local  expenditures  have  increased,  and  larger  local  revenues  have 
become  harder  to  get,  national  grants  have  had  to  be  expanded  to 
take  up  the  slack.  The  question,  then,  is  not  whether  the  grants-in- 
aid  can  or  should  be  reduced,  but  whether  they  can  be  organized  to 
promote  greater  state  and  local  autonomy  and  financial  responsibility. 
Block  grants,  instead  of  the  current  specific  grants,  may  provide  an 
answer.    Under  such  a  program  national  funds  are  allocated  to  the 
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states  for  a  general  area  of  expenditure,  such  as  public  health,  rather 
than  for  specific,  often  minute  functions. 

Emphasis  of  grant  programs 

Over  the  course  of  time  four  distinct  areas  of  emphasis  for 
national  grants  have  evolved. 24  First,  in  order  to  stimulate  such 
state  activities  as  vocational  education,  highway  construction,  and 
agricultural  experimentation,  specific  grants  were  developed,  armed 
with  controls  of  one  kind  or  another  to  enforce  compliance.  The 
stimulation  objectives  have  been  well  achieved.  Unfortunately,  how- 
ever, the  mechanics  of  the  system  remain  the  same;  specific  grants 
earmarked  for  specific  activities. 

Second,  grants  were  designed  for  cooperative  support  of  services 
vested  with  a  joint  national-state  interest.  To  receive  this  type  of 
grant  states  had  to  meet  minimum  national  standards.  Some  high- 
ways ceased  to  be  largely  state  and  local  concerns  and  became  part 
of  a  national  network.  State  and  local  employment  and  welfare 
problems  had  national  overtones;  the  labor  force  became  more  mobile, 
and  unemployment  in  one  area  more  seriously  affected  the  economy 
as  a  whole.  This  emphasis  by  the  national  government  has  also 
been  fairly  well  realized.  Again,  however,  the  administration  of 
grants  has  involved  little  change. 

Third,  national  grants  were  intended  to  equalize  state  resources 
so  that  minimum  standards  of  service  could  be  provided  in  all  states. 
The  implicit  theory  behind  equalizing  grants  is  that  all  states  want 
to  perform  their  functions  but  for  financial  reasons  some  are  unable 
to  do  so.  Equalizing  grants  help  them  do,  at  least  minimally,  what 
they  should  do  and  want  to  d6.  This  concept  differs  from  the 
assumption  that  states  do  not  want  to  perform  their  functions,  and 
must  be  forced  to  do  so  by  specifically  controlled  national  appropria- 
tions. Whatever  equalization  is  attained  through  the  current  specific 
grant  program  arises  largely  from  two  causes:  1)  national  revenue 
from  the  progressive  income  tax  comes  from  richer  rather  than  poorer 
states;  2)  some  welfare  grants  favor  poorer  states  by  using  a  variable 
formula   for   payments   based   on   state   per  capita   income. 25 

Broad  statements  about  the  equalizing  effect  of  specific  national 
grants  in  this  country  are  unquestionably  true,  but  a  more  detailed 
analysis  points  up  substantial  variances.  The  Federal-State  Action 
Committee  studied  all  national  grants  except  highway  grants  in 
1957,  which  involved  approximately  $3  billion.  The  Committee 
found: 
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On  this  broad  basis,  federal  grants  have  an  "equalizing" 
influence.  The  general  averages,  however,  obscure  marked 
divergences  from  this  pattern.  The  highest  per  capita  grant, 
$51.30,  is  found  in  Wyoming  which  ranks  No.  17  in  terms  of 
per  capita  income.  In  8  of  the  28  "lower"  income  states,  per 
capita  grants  are  below  the  national  average  of  $17.74.  Three 
of  these  have  per  capita  grants  below  the  average  for  the  20 
"higher"  income  states.  Mississippi  has  the  lowest  per  capita 
income,  but  5  of  the  20  top  income  states  equal  or  exceed 
Mississippi  in  per  capita  grants.  Some  states  with  substantially 
the  same  per  capita  income  show  striking  differences  in  per 
capita  grants.  For  example  Wisconsin  and  Colorado  have 
identical  per  capita  incomes,  but  per  capita  grants  are  $11.20  and 
$29.00  respectively.  Nebraska  and  Oklahoma  have  similar 
incomes,  but  their  per  capita  grants  are  $14.50  and  $38.80, 
respectively.26 

Insofar   as   equalization   is   the  emphasis  desired   by  a  national 

grants  system,  it  is  clear  that  present  procedures  leave  much  to  be 

desired. 

Fourth,  grants  may  be  designed  to  supplement  inadequate  state 

and   local   revenues.    Although   this   emphasis  of  a   national   grants 

program  has  not  been  used  in  the  United  States,  it  is  used  extensively 

in  other  countries. 

The  case  for  consolidated  (block)  grants 

Block  grants  allocate  funds  for  general  rather  than  specific  areas 
of  expenditure.  For  example,  a  general  grant  for  public  health  would 
supercede  appropriations  in  such  specific  categories  as  control  of  water 
pollution  and  control  of  tuberculosis  or  venereal  diseases.*  States 
would  determine  their  own  needs  within  the  general  area. 

Specific  grants,  designed  to  stimulate  state  activity  and  emphasize 
cooperative  support  of  national-state  services,  have  pretty  successfully 
served  their  purpose.  Public  health  and  social  welfare  services  have 
become  so  traditional  a  part  of  the  local  pattern  that  public  opinion 
would  prevent  much  change.  These  ends  having  been  attained,  the 
means  to  them  can  be  called  in  question,  and  the  objection  to  specific 
grants  can  receive  a  more  thorough  hearing.    If  other  ends  remain 

*  Control  of  venereal  diseases  is  being  transferred  to  community  health  activities 
in  1961;  control  of  tuberculosis  will  be  transferred  in  1962. 
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to  be  achieved,  and  if  they  can  be  better  achieved  by  other  means, 
then  it  is  time  other  means  were  considered.  The  more  recently 
enunciated  emphasis  in  grant  programs  —  supplementing  revenue 
sources  and  equalizing  them  among  states  and  localities — may  be 
more  effectively  carried  out  by  consolidated  or  block  grants,  whose 
purposes  are  identified  only  in  general  terms  and  for  broad  functions. 
State  autonomy  has  been  sufficiently  crippled  to  warrant  a  complete 
re-evaluation  of  the  specific  grants  now  in  use  and  to  consider 
replacing  them  with  block  grants. 

In  short,  the  emphasis  of  grants  changes  from  one  primarily  of 
national  stimulation,  and  control  to  guarantee  it,  to  one  of  equalizing 
and  supplementing  state  and  local  revenues.  To  best  effect  this 
change  specific  grants  are  replaced  by  consolidated  grants.  Under  the 
new  program  the  activities  now  receiving  specific  grants  will  be 
carried  on,  and  in  all  probability  the  funds  will  be  better  allocated  by 
state  and  local  authorities  because  they  can  make  local  decisions 
more  effectively. 

Even  though  there  were  some  backsliding  by  the  state  recipients 
of  consolidated  grants,  the  harm  would  probably  be  relatively  minor. 
The  activities  are  well  established,  and  political  pressure  groups 
within  the  states,  whose  interests  were  involved,  would  prevent  any 
great  deterioration.  If  some  backsliding  did  occur,  the  harm  would 
have  to  be  balanced  against  the  advantages  to  be  gained  from  greater 
state  and  local  autonomy.  The  question  of  autonomy  is  the  basic 
one.  Are  states  to  operate  as  partners,  in  a  federal  system  or  are  they, 
with  the  passage  of  time,  to  be  relegated  to  a  subordinate  position, 
finding  themselves  merely  "...  hollow  shells,  operating  primarily  as 
the  field  districts  of  federal  departments  .  .  .  ?27 

State  and  local  autonomy  involves  a  number  of  considerations. 
Budgeting  is  one.  When  lower  levels  of  government  receive  substan- 
tial funds  already  earmarked  for  specific  functions,  and  when 
additional  appropriations  are  required  before  the  funds  can  be  touched, 
discretionary  aspects  of  budgets  are  much  reduced.  The  distortion 
which  arises  is  well  known  and  well  documented. 2e  A  block  grant 
system,  on  the  other  hand — wherein  national  appropriations  for 
grants  are  assigned  to  a  general  area  of  operation,  rather  than  to 
minute  and  often  overlapping  activities — returns  state  budgeting  to 
the  states.  They  would  determine  for  themselves  the  allocation  of 
national  funds  among  specific  activities,  within  the  general  area  to 
which  the  appropriation  was  directed. 
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Not  only  in  budgeting  procedures,  but  in  other  administrative 
divisions  of  the  states,  the  governors  might  exercise  greater  control, 
rather  than  finding  their  own  agencies  depending  on  the  national 
government  both  for  funds  and  for  direction. 

Pressure  groups  might  find  the  going  more  difficult  under  the 
block  grant  proposal.*  Where  national  appropriations  are  phrased  in 
general  terms  for  broad  functions,  a  group  lobbying  for  a  specific 
activity  would  find  it  necessary  to  diversify  and  spread  its  activities 
through  the  50  states  as  well  as  Congress.**  A  group  powerful  enough 
to  force  a  general  appropriation  through  Congress  would  win  only 
the  first  battle;  it  would  then  have  to  carry  its  attack  to  other  levels 
of  government.  A  group  lacking  the  power  to  obtain  national 
appropriations  would  still  have  the  opportunity  to  push  its  point  of 
view  at  other  government  levels. 

When  states  can  fashion  their  own  budgets,  when  pressure 
groups  must  spread  themselves  thinner,  final  allocations  of  funds 
can  be  sensitive  to  state  and  local  needs  and  desires.  It  follows  that 
uniform  action,  suggested  or  directed  from  the  top,  will  be  rarer, 
and  funds  will  be  more  economically  and  efficiently  employed  to  meet 
/     the  needs  of  specific  areas. 

Insofar  as  the  purposes  of  stimulation  and  cooperative  effort  are 
concerned,  if  the  states  want  to  carry  out  their  functions,  block 
grants  can  provide  the  financial  stimulation  to  do  so,  as  well  as  the 
opportunity  for  meeting  minimum  standards.  Certainly  equalization 
and  supplementation  of  state  and  local  revenue  may  be  carried 
forward  more  easily  under  block  grants. 

It  is  of  course  true  that  state  officials  administering  consolidated 
grants  may  make  mistakes  prejudicial  to  local  and  even  national 
interests.  Decisions  made  at  any  level  are  subject  to  error.  But  the 
isolated  mistakes  that  are  made  may  be  excused  on  the  basis  of 
autonomy  and  of  more  effective  over-all  operation  at  the  lower  level 
of  government. 
^.  The  use  of  block  grants  should  also  help  the  national  govern- 
ment. Even  it  has  found  specific  grants-in-aid  troublesome.  They 
have   grown   without   plan;    they   are   carried   on   by   multitudinous 

*  Pressure  groups  are  a  phenomenon  of  government;  statements  made  are  not 
intended  as  a  criticism  of  them. 

**Most   groups   are   more   likely  to   be   able   to   apply  effective   pressure  at   the 
national  level. 
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bureaus  and  agencies;  they  involve  duplication  of  effort;  they  entail 
specific  consideration  of  minute  and  isolated  functions,  without 
reference  to  alternative  uses  of  the  resources  for  the  same  function 
through  other  national  grants  or  for  different  functions.  From  a 
budgetary  standpoint  the  current  fragmented  approach  leaves  much 
to  be  desired  in  comparison  with  block  grants,  where  national 
expenditures  for  alternative  broad  areas  of  expenditure  may  be 
compared. 

The  consolidated  grant  is  not  a  new  concept  in  other  federal 
democracies,  or  even  in  this  country,  where  reactions  to  it  are  mixed. 
Paul  Studenski  and  the  Hoover  Commission  have  considered  the  block 
grant  favorably. 29  The  Joint  Federal-State  Action  Committee  gave 
it  serious  thought.30  On  the  other  hand  Maxwell  and  the  Commis- 
sion   on    Inter-governmental    Relations   have    tended    to   oppose   it.3i 

The  basic  choice  is  between  increasing  national  control  through 
specific  grants  and  increasing  state  and  local  autonomy  through 
block  grants. 32  National  control  over  national  money  has  merit;  so 
does  preservation  of  state  and  local  autonomy.  There  is  little  doubt 
that  block  grants  will  help  develop  and  preserve  state  autonomy 
at  the  same  time  that  they  reduce  national  control  and  supervision. 
These  largely  contradictory  objectives  are  not  easily  resolved.  Each 
point  of  view  concedes  merit  to  the  other.  The  question  is  which,  on 
balance,  is  the  better  for  all  of  us  today  and  in  the  foreseeable 
future.  A  correct  decision  made  a  decade  or  so  ago  may  no  longer 
be  valid.  As  the  disparity  between  state  and  local  revenue  and 
expenditure  widens,  as  national  grants  increase  while  state  autonomy 
lessens,  a  re-evaluation  seems  essential.  Such  an  evaluation  may  well 
weight  the  balance  in  favor  of  the  block  grant  approach. 

Consolidated  Grants  in  Other  Countries 

The  debate  which  has  arisen  in  this  country  between  the 
advocates  of  consolidated  grants  and  the  advocates  of  specific  grants 
has  been  anticipated  or  repeated  in  other  federal  nations.  Both 
Canada  and  Australia  have  faced  the  problem.  Britain  is  facing  it. 
Clearly  no  direct  comparisons  can  be  made  or  are  intended.  It 
should,  nevertheless,  be  enlightening  to  see  how  other  countries  have 
approached  a  solution. 
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Canada 

For  years  national  grants-in-aid  to  the  Canadian  provinces  were 
a  small  part  of  total  government  expenditures.  For  the  most  part 
grants  were  not  intended  to  aid  any  particular  function.  As  in  the 
United  States,  World  War  II  and  its  aftermath  brought  substantial 
changes. 

Before  World  War  II  Canadian  provinces  levied  personal  income 
taxes,  corporation  profits  taxes,  and  succession  duties.  When  the  war 
began,  it  became  clear  that  the  national  government  would  have 
to  raise  large  additional  amounts  of  revenue.  Therefore,  the  provinces 
temporarily  relinquished  (rented)  their  direct  tax  sources  to  the 
national  government  from  1941  to  1946.  The  rental  fee  paid  by  the 
national  government  (tax  rental)  reimbursed  the  provinces  for  their 
loss  of  revenue  sources. 

After  the  war  a  Reconstruction  Conference  failed  to  obtain 
agreement  from  all  provinces  to  a  permanent  continuation  of  the 
plan.  Therefore,  tax  rentals  were  temporarily  renewed  from  1947  to 
1952,  Ontario  and  Quebec  abstaining,  and  then  from  1952  to  1957 
with  Quebec  as  the  only  holdout.  It  was  during  this  period  that 
sizeable  specific  grants  first  appeared.  The  dominion  government 
took  over  pensions  for  everyone  70  years  old,  and  paid  60%  of  the 
costs  of  the  newly  established  health  insurance  program. 

Canada  is  now  operating  under  the  Federal-Provincial  Tax 
Sharing  Arrangements  Act  of  1956,  which  basically  is  a  program  of 
unconditional  grants,  weighted  to  equalize  financial  means  among 
the  provinces.  The  unconditional  grants  are  made  through  four 
different  types  of  payments:  1)  tax  rental  payments,  2)  equalization 
payments,   3)    stabilization  payments,   and  4)    statutory  payments.33 

Tax  rentals  are  simply  payments  by  the  dominion  to  the 
provinces  for  giving  up  the  personal  income  tax,  the  corporation 
profits  tax,  and  the  succession  duties.  The  rental  paid  to  each 
province  is  13  percent  of  the  federal  rate  on  the  personal  income 
tax,  50  percent  of  the  federal  rate  on  succession  duties,  and  9  percent 
of  corporation  profits. 34  These  rates,  the  so-called  "standard  rates," 
are  designed  to  return  to  each  province  the  amounts  it  would  collect 
if  it  levied  the  taxes  itself  at  the  "standard  rates."  If  a  province 
chooses  to  levy  its  own  taxes  rather  than  accept  tax  rentals,  as  does 
Quebec,  its  residents  receive  an  abatement  of  their  dominion  taxes 
by  the  amount  of  the  "standard  rates."    In  effect,  this  is  a  program 
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of  shared  taxes  which  makes  the  national  government  responsible 
for  the  collection  and  return  of  direct  taxes. 

Equalization  payments  bring  the  grant  received  by  each  province 
up  to  the  per  capita  amount  received  by  the  average  of  the  two 
highest  provinces.  That  is,  each  province  except  the  highest  receives 
an  additional  equalization  grant.  Stabilization  payments  guarantee 
that  total  national  grants  to  all  provinces  will  not  fall  below  the 
1956  total,  augmented  by  the  ratio  of  population  increase  between 
1956  and  the  payment  year.  Under  this  program  each  province  will 
receive  at  least  95  percent  of  the  average  of  its  grants  receipts  for 
the  two  previous  years.  Statutory  payments  are  made  to  the  Atlantic 
provinces  on  the  basis  of  need,  and  to  Newfoundland  as  part  of  the 
agreement  whereby  it  joined  the  federation. 

Payments  to  the  provinces  which  equalize  their  financial  means, 
as  contrasted  with  tax  rentals  which  are  simply  shared  taxes,  make 
up  22  percent  of  all  unconditional  grants, 35  which,  in  turn,  comprise 
more  than  75  percent  of  all  grants. 36  J.  M.  Beck  estimated  the  effect 
of  equalization  for  1957- 1958. 37  If  the  provinces  received  tax  rentals 
on  the  basis  of  "Standard  rates,"  the  size  of  grants,  per  capita,  would 
range  from  $8.29  in  the  Prince  Edward  Islands  and  $10.43  in  New- 
foundland to  $36.78  in  British  Columbia  and  $39.84  in  Ontario. 
Under  the  current  equalization  arrangement,  on  the  other  hand,  the 
grants  range  in  size  from  $38.01  in  Newfoundland  and  $38.18  in 
Saskatchewan  to  $39.05  in  British  Columbia  and  $39.84  in  Ontario. 
Thus  does  Canada  compensate  for  the  fiscal  inequality  of  the 
Provinces. 

The  problems  of  revenue  sources  for  the  provinces  and  munici- 
palities, and  of  division  of  functions  and  responsibilities  between  the 
provinces  and  the  national  government  have  not  been  finally  and 
permanently  solved  by  Canada  any  more  than  by  the  United  States. 
Advocates  of  centralization  see  further  steps  in  that  direction  as 
necessary;  those  favoring  decentralization  believe  too  many  steps 
have  already  been  taken  in  the  wrong  direction.  In  any  event, 
Canada  has,  for  the  most  part,  made  unconditional  national  grants 
and  tried  to  equalize  them,  whereas  the  United  States  has  made 
specific  grants  with  little  recognition  of  the  equalization  problem. 

Australia 

Australia's  difficulties  with  its  federal  democracy,  formed  in  1900, 
had  assumed  substantial  proportions  by   1933.    One  state,  Western 
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Australia,  by  a  majority  of  almost  two  to  one,  had  voted  to  secede.38 
The  depression  had  accelerated  general  dissatisfaction  with  the  whole 
governmental  structure,  particularly  with  the  knotty  problem  of 
federal-state  fiscal  relations. 

In  July  1933  the  Commonwealth  Grants  Commission  was 
appointed  with  no  allegiance  either  to  the  Commonwealth  or  to  the 
states.  Its  original  duty  was  to  report  on  the  applications  of  several 
states  for  special  grants.  Although  grants  by  the  Commonwealth  to 
the  states  were  not  new,  unconditional  grants  having  existed  in  one 
form  or  another  from  the  foundation  of  the  republic,  a  long  series  of 
difficulties,  accentuated  by  the  depression,  made  the  problems  particu- 
larly acute  at  this  time.  In  one  of  its  early  reports  the  Grants 
Commission  concluded  that  Australia  had  only  two  real  alternatives: 
grants-in-aid  to  the  states  or  complete  unification.  The  commission 
strongly  recommended  the  former.39  It  also  suggested  that  state 
independence  would  be  safeguarded  by  unconditional  grants  which 
the  states  could  spend  as  they  saw  fit.4o 

During  the  thirties  the  states  were  reasonably  well  satisfied  by 
the  grants  program  because  they  received  fair  consideration  by  an 
impartial  body.  Moreover,  the  Commission  had  established  the 
principle  of  need,  and  had  annually  recommended  grants  sufficient 
to  stabilize  the  states  financially.  As  time  went  on,  the  influence  of 
the  commission  removed  the  issue  of  grants  from  party  politics; 
Commonwealth  governments,  irrespective  of  their  political  complexion, 
accepted  commission  recommendations  without  questional 

With  the  advent  of  World  War  II,  problems  of  federal  finance 
became  acute.  Before  that  time  both  state  and  federal  governments 
had  levied  an  income  tax.  The  Uniform  Tax  Act  of  1942,  somewhat 
similar  to  the  wartime  tax  solution  in  Canada,  placed  temporary 
control  of  income  taxation  exclusively  in  the  hands  of  the  Common- 
wealth. States  were  reimbursed  for  their  revenue  losses.  The  State 
Grants  (Tax  Reimbursement)  Acts  of  1946-1948  made  the  same 
pattern  permanent. 42  As  in  Canada,  all  states  are  reimbursed  for 
giving  up  their  own  income  taxes.  Additional  special  grants  are  paid 
to  three  states  on  the  basis  of  need  as  determined  by  the  Common- 
wealth Grants  Commission,  and  some  conditional  grants  are  paid  to 
stimulate  certain  activites. 

This  solution  is  not  a  completely  happy  one.  Some  feel  that 
federalism  in  Australia  has  outlived  its  usefulness — that  greater  cen- 
tralization, perhaps  even  a  unitary  form  of  government,  would  be 
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more   desirable.43     As    in    other   federal   democracies,    no   permanent 
solution  to  the  problem  of  intergovernmental  relations  has  appeared. 

England 

England,  very  recently,  has  made  a  substantial  and  significant 
change  in  intergovernmental  fiscal  relationships.  Ideas  underlying 
the  change  are  best  expressed  by  several  excerpts  from  the  third  and 
last  Government  White  Paper,  issued  in  1957: 

The  kind  of  improvement  in  grants  which  is  needed  is  one 
which  secures  that  a  substantially  larger  part  of  the  grant-aid 
is  in  the  form  of  general  assistance  and  is  not  tied  (as  is  so  much 
of  the  present  Exchequer  aid)  to  specific  services  and  expressed 
as  a  percentage  of  expenditure  upon  these  services.  The  present 
system  of  percentage  grants  acts  as  an  indiscriminating  incentive 
to  further  expenditure  and  also  carries  with  it  an  aggravating 
amount  of  central  checking  and  control  of  detail.  The  impor- 
tance to  local  government  of  reducing  its  dependence  on  per- 
centage grants  has  been  a  major  factor  in  the  Government's 
proposals  as  outlined  in  this  paper. 


This  general  grant  will  be  distributed  to  all  county  and 
county  borough  councils  by  reference  to  objective  factors  (mainly 
of  weighted  population)  which  are  readily  ascertainable  and 
afford  a  fair  and  reasonable  measure  of  the  relative  needs  of  each 
authority. 


Taking  into  account  the  equalization  grants,  grants-in-aid 
which  are  general  in  character  (as  distinct  from  grants  tied  to 
specific  services)  will  rise  from  one-sixth  to  close  on  two-thirds  of 
all  Exchequer  assistance. 


The  Government  understands  the  anxieties  of  those  con- 
cerned for  the  development  of  particular  local  government  services 
who  fear  that,  without  the  stimulus  of  specific  percentage  grants, 
some  local  authorities  may  not  spend  upon  these  services  as  much 
as  they  otherwise  would.  But  the  Government  believes  that  the 
best  contribution  they  can  make  towards  improving  the  quality  of 
local  government  service  is  to  improve  the  quality  of  local  gov- 
ernment; and  they  are  convinced  that  greater  independence  and 
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freedom  from  detailed  central  control  is  essential  to  this.  They 
believe  that  these  financial  proposals,  taken  together  with  the 
proposals  for  re-organization  will  give  to  local  authorities  a  new 
opportunity  for  responsible  and  worthwhile  work;  and  they  are 
confident  that  local  authorities  will  respond  to  the  opportunity. 44 

On  1  April  1959,  as  a  result  of  the  Local  Government  Act  of 
1958,  England  placed  L  893  million  into  consolidated  grants,45  both 
general  and  equalizing,  allocated  to  county  and  county  borough 
councils   according   to   the  relative  means  and  needs  of  each.46 

Summary 

The  relationship  between  national  and  state  governments  has 
proved  to  be  a  most  difficult  and  largely  unresolved  problem.  Neither 
Canada  nor  Australia  has  arrived  at  a  completely  satisfactory  or 
permanent  solution.  For  years,  however,  both  Canada  and  Australia 
have  emphasized  unconditional  grants  to  preserve  local  responsibility 
and  autonomy.*  England,  though  not  federal  in  character,  has 
recently  emphasized  the  block  grant  in  order  to  maintain  the  advan- 
tage of  decentralization.  U.  K.  Hicks  summarized  the  argument  in 
her  standard  work  on  public  finance:  "The  convincing  argument 
for  the  preservation  of  local  autonomy  ...  is  now  almost  wholly 
political.  Recent  history  strongly  suggests  that  the  power  of  local 
initiative  in  a  sine  qua  non  of  successful  and  stable  democracy. "47 

Conclusion 

The  problem  of  increasing  centralization  appears  to  be  both  clear 
cut  and  growing.  More  and  more  government  activity  becomes  the 
direct  concern  not  of  the  town  council  or  the  district  school  board 
or  the  state  legislature,  but  of  the  Department  of  Health,  Education, 
and  Welfare  or  the  Congress  of  the  United  States.  The  rising 
expenses  of  state  and  local  government,  coupled  with  inadequate 
revenue,  have  forced  the  growth  of  national  grants-in-aid.  Larger 
grants  make  state  autonomy  progressively  more  difficult  to  retain.  A 
program  of  block  grants  seems  to  provide  the  most  practical  solution, 

*  That  is  not  to  say  that  there  are  not  strong  and  voluble  adherents  in  both 
countries  of  more  centralization,  of  a  completely  unitary  state,  and  of  specific 
grants. 
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not   as   dogma,    but   as   appropriate   to   the  particular  circumstances 
existing  here  and  now. 

Block  grants  are  not  new;  indeed  they  are  standard  procedure 
in  other  federal  democracies.  They  are,  however,  caught  up  in  the 
choice  between  two  objectives:  1)  control  by  the  national  government, 
or  2)  retention  of  state  and  local  autonomy.  The  proper  choice  lies 
not  in  finding  an  illusory  third  alternative,  such  as  increased  revenues 
or  reduced  expenditures,  but  in  a  re-evaluation  of  the  merits  and 
demerits  of  block  grants.  The  dribbling  away  of  state  and  local 
autonomy  may  be  so  pernicious  to  our  federal  system  that,  on 
balance,  block  grants  should  be  relied  on  for  the  bulk  of  national 
grants-in-aid  made  now  or  in  the  future. 
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THE    CENTRALIZED    FEDERAL 
REPUBLICS  OF  LATIN  AMERICA 


Introduction 

ost  Latin  Americans  are  conditioned  by  their  His- 
torical traditions  and  social  and  economic  institutions  to 
understand  and  accept  concentrated,  centralized  power, 
usually  of  a  highly  personal  sort.  The  strong,  frequently 
exalted  role  of  the  father  in  the  family  ,the  importance  of 
the  elite  in  the  class  system,  the  honor,  dignity,  power, 
and  influence  of  the  doctor  from  the  aula  (lecture  hall), 
the  significance  of  centralized  leadership  in  the  Church, 
the  paramountcy  of  the  "general"  in  politics,  and  the 
position  of  the  public  and  private  monopolist  in  the  economic  system 
—  these  characteristics  of  Hispanic  culture  all  suggest  powerful, 
centralized  government.  In  addition,  the  political  experience  and 
tradition  of  hundreds  of  years  was  with  a  powerful  monarchy  oper- 
ating by  means  of  a  centralized  administrative  hierarchy.  The  modern 
constitutions  all  provide  for  "interventionist"  states. 

In  a  unitary  state,  all  the  power  that  government  can  have  is 
concentrated  in  a  single  organization.    Centralization  is,  therefore,  a 
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natural,  cardinal  principle  in  the  unitary  state.  The  values  of 
Hispanic  social,  economic,  and  political  life  suggest  the  plausibility — 
perhaps  inevitability — of  unitary  organization.  Sixteen  of  the  20 
Latin  American  states  are  in  fact  organized  formally  along  unitary 
lines.  On  the  other  hand,  individual  participation  in  decentralized 
local  units  of  government  is  largely  foreign  to  Hispanic  culture,  and 
there  is  practically  nothing  in  Latin  America  comparable  to  the 
"home  rule"  of  the  states  and  local  governments  in  the  United  States. 

Confederation,  a  league  of  sovereign  states,  is  not  a  major 
aspiration  of  any  important  group  in  any  Latin  American  country. 
However,  proposals  for  regional  and  even  hemisphere  confederation 
are  occasionally  put  forth. 

Federalism  is  a  form  of  organization  in  which  all  the  power 
that  government  can  have  is  divided  between  a  central  government 
and  a  series  of  decentralized  governments,  each  deriving  its  power 
directly  from  the  people  and  each  independent  within  its  own  sphere. 
Although  only  Argentina,  Brazil,  Venezuela,  and  Mexico  have  federal 
governments  at  the  present  time,  there  has  been  considerable 
experimentation  with  federal  structure  in  Latin  America  since 
independence. 

There  are  two  clearly  denned  methods  of  dividing  powers 
among  federal  systems  in  the  modern  world.  The  method  the 
United  States  used  was  to  enumerate  the  powers  of  the  national 
government,  mainly  in  Article  I,  Section  8  of  the  Constitution. 
The  states  were  sovereign,  of  course,  before  the  federal  system  was 
established.  It  was,  therefore,  logical  that  the  states  should  have 
inherently  all  powers  and  functions  not  clearly  denied  to  them. 
Thus,  the  Tenth  Amendment  reads,  "The  powers  not  delegated  to 
the  United  States  by  the  Constitution  nor  prohibited  by  it  to  the 
States,  are  reserved  to  the  States  or  to  the  people."  This  method  of 
dividing  powers  was  followed  by  the  Imperial  Constitution  of 
Bismarck  in  1867  for  the  North  German  .Confederation.  It  charac- 
terizes the  Swiss  system,  and  it  is  a  part  of  the  Bonn  Basic  Law, 
which   created   the   federal   system  of  West  Germany  in    1949. 

The  second  method  of  dividing  powers  is  found  in  the  British 
North  America  Act  of  1867,  which  established  the  Canadian  system 
of  federalism.  In  dividing  powers  between  the  central  government 
at  Ottawa  and  the  provinces,  the  provinces  were  given  enumerated 
powers;  the  central  government  reserved  or  residual  powers.  It  was 
the  intention  of  the  Canadians  to  establish  a  federal  system  in  which 
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the  central  government  would  be  stronger  than  was  the  case  in  the 
United  States.  In  addition  to  having  reserved  powers,  the  central 
government  was  also  given  more  than  two  dozen  specific,  enumerated, 
exclusive  powers  as  well. 

A  possible  third  method  of  dividing  powers  is  found  in  the 
Indian  Constitution,  which  was  approved  in  1949  and  which  went 
into  effect  on  January  26,  1950.  This  system,  which  is  at  least  quasi- 
federal,  provides  enumerated  powers  for  both  the  central  government 
and  the  states  but  follows  the  Canadian  model  in  giving  reserved 
powers  to  the  central  government. 

The  Latin  American  federal  systems  followed  the  United  States 
model  of  division  of  powers,  although  in  every  case  the  enumerated 
powers  of  the  central  government  were  greater  than  those  delegated 
to  Congress  in  the  United  States. 

Division  of  powers  obviously  produces  a  more  complicated  and 
complex  system  of  government  than  concentration  of  powers  in  the 
unitary  state.  If  historical  experience  proves  that  men  and  groups 
seek  all  the  power  and  authority  they  can  arrogate  to  themselves 
and  that  consequently  the  unitary  state  is  more  natural  than  the 
federal  state,  what  are  the  reasons  for  establishing  federalism? 

In  the  United  States,  the  reasons  were  primarily  expediency  and 
rational  intent.  The  representatives  of  the  large  states  were  intent 
upon  a  plan  of  extreme  centralization,  and  they  drafted  the  Virginia 
Plan  in  advance  of  the  constitutional  convention  in  order  to  achieve 
their  objective.  The  small  states  were  equally  intent  upon  preserving 
their  autonomy,  and  they  drafted  and  presented  a  plan  for  extreme 
decentralization — the  New  Jersey  Plan.  The  federal  system  that 
emerged  was  thus  in  part  a  compromise  based  upon  political 
expediency.  James  Madison  sought  ways  by  which  power  could  be 
used  effectively  without  destroying  the  liberty  and  freedom  of 
individuals.  In  particular,  he  sought  means  by  which  numerical 
majorities  might  be  prevented  from  abusing  their  power.  The  federal 
system  offered  one  possibility  of  checking  and  controlling  such  abuses. 
Thomas  Jefferson  and  his  followers  supported  federalism  as  a  means 
of  checking  the  evils  which  they  contended  were  the  inevitable 
consequences  of  centralized  power. 

The  framers  of  the  United  States  constitution  who  agreed  upon 
federalism  as  a  compromise  debated  the  system  as  a  working  principle 
of  government.    It  was  something  they  intended  to  use  immediately 
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in  their  political  life.  The  debate  over  an  "elastic"  or  "strict" 
construction  of  the  constitution  was  resolved  in  favor  of  the  former 
beginning  with  the  Supreme  Court  case  of  McCulloch  v.  Maryland 
(1819).  Through  the  doctrines  of  implied  powers  and  national 
supremacy,  along  with  the  use  of  certain  delegated  powers,  mainly 
the  power  to  tax  and  spend,  regulate  foreign  and  interstate  commerce 
and  declare  war,  the  central  government  has  become  progressively 
stronger  at  the  expense  of  the  states.  Every  federal  system  in  Latin 
America,  however,  is  considerably  more  centralized  than  the  federal 
system  of  the  United  States,  even  after  the  changes  produced  by  the 
New  Deal  and  World  War  Two. 

There  were  reasons  for  adopting  federalism  in  the  Latin  American 
states  which  seemed  important  at  the  time  but  which  varied  from 
country  to  country  and  which  differed  from  the  reasons  advanced 
in  the  United  States.  More  frequently  than  not,  federalism  was  a 
slogan  rather  than  a  working  principle  of  government.  It  was 
associated  with  independence,  republican  institutions,  liberal  prin- 
ciples, and  certain  specific  reforms  such  as  separation  of  Church 
and  State.  The  only  countries  which  still  have  the  federal  form  are 
large  states.  Size  and  geographical  obstacles  to  transportation  and 
communication  unquestionably  influence  the  thinking  of  Latin  Amer- 
icans to  some  degree  and  make  federal  forms  appear  logical.  Finally, 
federalism  is  explained  in  part  in  terms  of  political  expediency  arising 
out  of  real  issues,  mainly  economic,  and  usually  centering  around  the 
conflict  of  city-rural  interests.  Argentina,  and  Brazil  to  a  lesser  extent, 
provide  some  evidence  in  support  of  this  point. 

Citizens  everywhere  in  the  world  are  perhaps  "looking  up"  to 
central  governments  more  and  more  to  solve  their  problems  for  them. 
This  is  true  even  in  the  United  States,  where  the  values  of  classical 
liberalism  are  still  strong,  although  opposed  by  the  modern-day 
"liberals"  in  both  major  political  parties.  It  is  impossible  to  exaggerate 
the  prevailing  attitude  of  "looking  up"  to  the  central  government  in 
Latin  America,  however.  People  accept  centralized,  paternalistic 
tutelage  willingly,  almost  without  question,  and  sometimes  will  not 
even  take  the  initiative  to  repair  a  hole  in  the  road  in  front  of  their 
own   property   which   is    breaking   the   springs   of   their   cars. 

In  order  to  show  how  powerful  is  the  predisposition  to  central- 
ization in  Hispanic  culture,  consideration  should  be  given  to  what  has 
happened  in  the  instances  in  which  the  Latin  American  countries 
have  sought  decentralization  through  federalism. 
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The  Centralized  Argentine  Federal  Republic 

Juan  Bautista  Alberdi,  sometimes  called  the  father  of  Argentine 
federalism,  wrote  that  the  origin  of  localism  or  decentralization  in 
Argentina  was  found  in  the  ancient  Spanish  municipal  system  of 
cahildos  elected  by  the  people.  In  addition,  Alberdi  pointed  to:  (1) 
provincial  realities;  (2)  long  periods  of  isolation  and  independence; 
(3)  local  differences  in  soil  and  climate  and  diversity  in  character, 
habits,  and  language  of  the  people;  (4)  great  distances  separating  the 
provinces  and  poor  roads  to  provide  communications;  and  (5)  the 
partial  recognition  of  provincial  sovereignty  in  the  Revolution  of  May 
25,  1810., 

Historical  evidence  suggests  that  Alberdi  was  correct  in  arguing 
that  bases  for  decentralization  existed  in  Argentina.  The  area  was 
colonized  in  the  period  1536-1596  by  three  rival  invasions  of 
Spaniards.  These  mutually  hostile  groups  produced  a  situation  that 
militated  against  unity.  The  relative  lack  of  economic  resources  is 
often  cited  by  Argentine  scholars  in  support  of  the  thesis  that 
Spanish  administration  was  more  relaxed,  less  aggressively  intent 
upon  imposing  and  enforcing  the  centralized  regulations  and  controls 
of  the  metropolis.  The  evidence  does  not  support  Alberdi's  assertion 
that  the  cahildos  were  "elected  by  the  people,"  but  it  is  true  that 
they  did  enjoy  a  measure  of  independence  from  Spanish  control, 
especially  in  the  interior  regions.  The  viceroyalty  of  Buenos  Aires 
was  finally  created  in  1776,  an  administrative  area  of  about  2,000,000 
square  miles  which  took  in  Argentina,  Paraguay,  Uruguay,  and 
Bolivia.  The  colonists  successfully  defended  themselves  against  British 
invasions  in  1806  and  1807,  which  tended  to  create  confidence  in  their 
ability  to  govern  themselves. 

On  the  other  hand,  most  of  the  upper  classes  favored  monarchy 
and  centralized  government.  This  was  revealed  at  the  cabildo  ahierto 
(open  council  meeting)  of  May  22,  1810  which  led  to  the  Revolution 
of  May  25.  In  addition,  the  provinces,  although  dedicated  to  local 
autonomy,  were  governed  by  caudillos  (leaders)  who  did  not  derive 
their  powers   from  the  people   through  democratic  processes. 

Government  by  the  First  Junta,  the  Second  Junta,  the  First 
Triumvirate,  and  the  Second  Triumvirate  followed  the  May  Revolu- 
tion. There  was  a  good  deal  of  experimentation  in  the  drafting  of 
constitutions  or  organic  statutes  in  the  period  1810-1816,  but  no 
government  or  organic  law  was  effective  throughout  the  entire  area. 
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The  great  issue  was  monarchy  or  republic,  and  many  of  the  most 
distinguished  military  and  civilian  figures  favored  monarchy.  When 
no  monarch  could  be  found,  and  the  republic  became  inevitable,  the 
issue  was  now  the  unitary  or  federal  state.  Again,  many  of  the 
important  figures  favored  the  unitary  form.  General  Jose  de  San 
Martin,  for  example,  is  quoted  as  saying,  "I  die  every  time  I  hear 
federation  mentioned." 

The  Congress  of  Tucuman  of  March,  1816  finally  broke  all  ties 
with  Spain  by  issuing  a  Declaration  of  Independence  on  July  9,  1816. 
The  Congress  drafted  the  country's  first  constitution  on  April  22, 
1819.  It  set  up  "The  United  Provinces  of  South  America"  with  a 
unitary  form  of  government.  The  provinces  repudiated  the  1819 
document,  however.  Not  a  single  one  was  willing  to  accept  a  system 
which  would  make  Buenos  Aires  centrally  dominant.  When  the 
Congress  adjourned  on  February  2,  1820,  and  the  Supreme  Director  at 
Buenos  Aires  resigned,  central  government  disappeared.  The  provinces 
seceded,  drafted  their  own  constitutions,  and  set  up  independent 
states.     Several    signed    treaties    of    alliance    among    themselves. 

The  unitary  constitution  of  1819  was  followed  by  the  Consti- 
tution of  1826.  This  constitution  offered  modest  concessions  to  local 
autonomy  by  permitting  the  provinces  to  elect  their  own  "Adminis- 
trative Councils."  But  the  constituent  assembly  of  1824  which  framed 
the  1826  constitution  was  dedicated  to  unitary  principles.  Bernardino 
Rivadavia  was  elected  president  without  consulting  the  provinces  or 
even  waiting  for  their  action  on  the  constitution.  Provincial  autonomy 
was  in  fact  destroyed  by  making  the  provincial  governors  "responsible 
to  the  president." 

The  country  was  plunged  into  civil  war.  The  man  who 
eventually  restored  order  was  Juan  Manuel  de  Rosas.  Rosas  became 
one  of  the  hemisphere's  greatest  despots.  Although  a  federalist,  he 
advanced  centralization  by  subduing  all  rival  caudillos  in  the  pro- 
vinces. Rosas  was  born  in  Buenos  Aires  on  March  30,  1793,  one  of 
20  children.  This  remarkable  tyrant  dominated  the  gauchos  of  the 
pampa  and  welded  them,  along  with  escaped  convicts  and  army 
deserters,  into  feudal  armies,  which  he  used  for  political  purposes. 
The  governors  of  Buenos  Aires  called  upon  him  again  and  again  to 
restore  order.  His  power  increased  in  the  other  provinces  as  well. 
Finally,  in  December,  1828,  the  legislature  proclaimed  him  Governor 
of  the  Province  of  Buenos  Aires  for  three  years  with  extraordinary 
powers   and   the   title   of   "Restorer  of   the   Laws."    Although  Rosas 
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resigned  in  1831  and  refused  reelection,  the  ^legislature  sent  for  him 
again  in  1835  and  made  him  Governor  and  Captain  General  of  the 
Province  of  Buenos  Aires  for  five  years.  When  the  grant  of  power  was 
confirmed  by  a  plebiscite,  Rosas  assumed  unlimited,  dictatorial  power. 
By  1840,  he  was  governing  by  terror.  Rosas  unified  the  country  by 
defeating  or  liquidating  all  opposition,  unitarians  and  federalists 
alike.  The  Fascist  and  Communist  tyrants  of  modern  times  could 
have  learned  much  from  his  methods.  Rosas'  long  dictatorship  was 
finally  terminated  by  military  defeat  at  the  hands  of  General  Urquiza 
at  the  Battle  of  Monte  Caseros  on  February  3,  1852. 

Despite  the  centralizing  effect  of  the  "federal"  caudillo,  there 
were  30  treaties  among  the  provinces  dealing  with  military,  commer- 
cial, and  other  matters  in  the  period  1820-1846.  The  last  important 
agreement  was  the  Treaty  of  El  Litoral  signed  by  Buenos  Aires, 
Santa  Fe,  and  Entre  Rios  on  February  15,  1831.  It  became  known 
as  the  Federal  Pact  of  1 83 1 .2 

On  April  8,  1852,  General  Urquiza  invited  the  governors  to 
meet  at  San  Nicolas  de  los  Arroyos  on  May  20.  He  made  reference 
in  his  invitation  to  the  Federal  Pact  of  1831.  The  governors  of  12 
provinces  attended  the  meeting  and  signed  the  "Agreement  of  San 
Nicolas." 

The  Constitutional  Convention  of  November,  1852  included 
representation  from  13  of  the  14  provinces.  However,  Buenos  Aires, 
the  most  important  province,  rejected  the  San  Nicolas  agreement  and 
refused  to  attend  the  convention.  Although  the  prospects  for  a  federal 
system*  appeared  dismal,  the  Committee  on  Constitutional  Affairs 
submitted  a  draft  on  April  18,  1853. 

The  1853  constitution  was  not  submitted  to  the  provincial 
legislatures  for  approval  or  rejection,  nor  was  it  voted  upon  by  the 
people  in  conventions  or  in  plebiscites.  The  federation  attempted  to 
function,  but  it  faced  conflict — and  at  times  war — with  Buenos  Aires. 
Buenos  Aires  finally  agreed  to  ratify  (November  9,  1859),  subject 
to  certain  conditions  which  were  put  in  the  form  of  amendments  at 
the  constitutional  convention  held  on  January  5,  1860.  The  Congress 
of  the  Confederation  called  a  national  convention  on  June  23,  1860 
to  consider  the  reforms.  It  accepted  all  of  them  with  minor  modifica- 
tions on  September  14,  1860. 3 

This  historical  background  serves  to  demonstrate  that  the 
Argentine  federal  sytem  grew  out  of  genuine  conflict  and  was  designed 
to  be  more  than  a  paper  organization  of  government.   The  provinces, 
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however,  have  succumbed  to  centralization  under  the  Constitution  of 
1853.  Professor  Rosendo  A.  Gomez,  in  a  remarkable  study,  explains  in 
detail  how  this  came  about. 4  The  practice  of  direct  intervention  by  the 
federal  government  in  the  affairs  of  the  provinces  is  a  dramatic  part 
of  the  explanation,  but  there  are  other  factors  which  must  also  be 
taken  into  account. 

The  enumerated  powers  of  the  federal  government  were  consid- 
erably greater  in  the  Argentine  Constitution  of  1853  than  in  the 
United  States  Constitution  of  1787.  For  example,  the  Argentine 
federal  government  was  given  the  power  in  Article  67  to  draw  up 
civil,  commercial,  penal,  and  mining  codes  for  the  entire  nation. 
Article  67  also  contained  broad  authority  to  promote  and  develop 
the  prosperity  and  well-being  of  the  provinces. 5  The  1949  constitution 
expanded  the  powers  of  the  federal  government  in  both  of  these  fields 
and  compelled  the  provinces  (in  Article  5)  to  cooperate  in  whatever 
the  federal  government  saw  fit  to  initiate.  Scott  concluded  that 
"...  the  new  constitution  makes  it  clear  that  in  practice  even  limited 
provincial  sovereignty  is  moribund  in  the  country. "6  The  1853 
constitution  concentrated  power  in  the  federal  executive.  The  1949 
constitution  added  even  greater  authority  to  his  strong,  centralized 
position. 

Article  6  of  the  1853  constitution  provided  that  the  federal 
government  could  intervene  in  the  provincial  governments  in  order 
to:  (1)  guarantee  a  republican  form  of  government;  (2)  repel  foreign 
invasion;  or  (3)  restore  order  on  the  request  of  provincial  authorities. 

The  central  government  began  to  intervene  directly  in  the 
provinces  right  from  the  beginning  of  the  federal  system.  It  has 
continued  the  practice  to  the  present  time.  Gomez  has  found  that 
there  were  20  interventions  from  1853  to  1860,  101  interventions  from 
1860  to  1930,  and  145  interventions  up  to  the  cuartelazo  of  June,  1943 
which  ultimately  brought  peronismo  to  power.?  In  recent  years, 
especially  from  about  1946  to  1955,  when  the  great  executive,  General 
Juan  Domingo  Peron,  was  president,  there  was  almost  continuous 
intervention  in  the  entire  republic. 

Although  there  were  some  25  attempts  made  up  to  1932  to 
enact  legislation  to  regulate  the  power  of  the  federal  government  to 
intervene  in  the  provinces,  the  Congress  has  not  debated  the  issue 
seriously  since  the  1860's  and  1870's.  The  courts  have  refused  to 
restrain  the  federal  president  and  congress  on  the  grounds  that  the 
issue  is  a  "political  question." 
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Gomez  has  found  that  many  pretexts  have  been  used  for 
intervention.  The  president  usually  decides  whether  republican 
government  has  been  threatened,  although  he  may  refer  the  question 
to  the  subservient  congress.  The  procedure  is  simple.  The  president 
appoints  an  interventor  to  govern  the  province,  sends  troops  to  back 
him  up,  makes  the  necessary  political  changes  in  the  province,  usually 
through  supervising  an  election,  and  turns  power  over  to  the  governor 
and  legislature  of  his  choice  at  the  time  he  deems  appropriate.  The 
president  governs  under  estado  de  sitio  (state  of  siege)  during  the 
entire  period  if  he  so  desires.  Estado  de  sitio  was  used  36  times  from 
1853  to  1946.  The  provinces  are  compelled  to  accept  intervention. 
They  lack  force  to  resist.  In  addition,  they  are  accustomed  to  the 
procedure.  There  is  evidence  that  many  expect  it  as  a  normal 
concomitant  of  federal-provincial  relations. 

It  must  not  be  assumed  that  only  authoritarian  presidents  who 
have  seized  power  by  force  have  used  intervention  to  effect  centraliza- 
tion. President  Hipolito  Irigoyen  is  usually  regarded  as  the  most 
"liberal"  and  "democratic"  president  Argentina  has  ever  had.  Presi- 
dent Irigoyen  intervened  24  times  in  the  provinces  in  his  two 
administrations  (1916-1922;  1928-1930),  more  times  than  any  other 
president  up  to  the  administration  of  General  Peron.  Irigoyen  did 
not  even  go  through  the  formality  of  arranging  for  some  provincial 
authority  to  request  intervention.  He  simply  moved  in  with  federal 
troops. s 

So  effective  has  been  intervention,  along  with  fiscal  and  financial 
controls  and  domination  of  the  political  parties  by  Buenos  Aires, 
that  Dr.  Gomez  was  led  to  conclude  that,  "The  provinces  have 
become  little  more  than  election  districts. "9 

The  central  government  has  seen  fit  gradually  to  destroy  local, 
popular  control  of  the  capital  city.  Buenos  Aires  had  an  elected 
council  until  1941,  when  the  president  dissolved  it.  In  recent  years, 
the  president  has  absorbed  the  functions  of  city  government  and 
has  appointed  an  intendente  to  head  the  administration.  Centraliza- 
tion became  even  more  pronounced  after  the  new  Constitution  of 
1949  went  into  effect.  Even  after  General  Peron  was  ousted  from 
power   in    1955,    the   pattern   of   centralization   has   continued. 

As  the  federal  government  tends  to  dominate  the  provinces,  so 
the  provinces  control  the  form  and  power  of  the  municipalities. 
Although  all  municipalities  have  elected  councils,  the  provincial  gov- 
ernors usually  appoint  intendentes  to  exercise  executive  powers.   The 
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provinces  have  never  granted  any  large  measure  of  autonomy  to  local 
governments.  Taylor,  in  an  important  study  of  rural  life  in  Argentina, 
found  that  there  was  very  little  democracy  or  autonomy  in  local 
government.  His  detailed  descriptions  and  carefully-compiled  data  are 
impressive  documentation  of  the  nature  of  centralization  in  Argentine 
politics. 10 

The   Achievements    of   Centralization   in   Argentine   Federalism 

The  following  discussion  attempts  to  measure  the  impact  of 
centralization  in  Argentina  through  brief  case  studies  of  the  role  of 
government  in  agriculture,  labor,  and  industry. 

Argentina  has  some  of  the  world's  richest  land,  and  the  country 
is  a  major  producer  of  cereals  and  meat.  It  also  has  a  system  of 
private  land  monopoly  in  great  estates  (latifundismo)  so  strongly 
entrenched  that  even  the  great  dictator,  General  Juan  Domingo 
Peron,  was  unable  to  change  it.  Whatever  victories  General  Peron 
won  over  the  landed  oligarchy  were  minor  and  of  short  duration. 
On  the  other  hand,  the  opportunity  of  the  peon  to  become  a  land- 
owner and  to  advance  in  life  is  so  slight  that  his  ambition  has 
practically  disappeared.  The  author  discussed  the  problem  of  land 
tenure  with  many  Argentine  scholars  and  men  in  public  life  in  1955. 
There  seemed  to  be  unanimous  agreement  that  family-sized  farms 
would  be  more  efficient  and  more  economical  than  latifundismo  and 
would  also  help  to  develop  the  democratic  values  which  Argentine 
rural  society  very  largely  lacks  at  the  present  time.  The  landed 
oligarchy,  a  true  aristocracy  of  wealth,  talent,  and  culture,  occupies 
the  very  highest  status  in  society  and  has  maximum  influence  in  all 
phases  of  public  life.  Argentine  rural  society  is  strongly  centralized, 
and  working  farmers  have  practically  nothing  to  say  about  even  local 
affairs.  The  Sociedad  Rural  Argentina,  founded  in  1866,  is  so  powerful 
an  organization  of  the  great  estancieros  (land  holders)  that  it  does 
not  even  have  to  lobby  in  the  legislature  to  protect  its  interests.  The 
prestige  of  its  members  is  so  great  and  its  influence  so  pervasive  that 
it  need  not  engage  in  such  activities.  The  Confederacion  de  Asocia- 
cion  Rurales,  representing  farm-dwelling  and  less  affluent  estancieros 
and  the  Federacion  Agraria  Argentina,  a  pressure  group  representing 
tenant  farmers,  mainly  in  cereals,  have  come  into  existence  but 
constitute  no  challenge  to  the  Sociedad  Rural. 

Latifundismo  got  its  legal  start  in  Argentina  in  1826  when 
Congress    passed    a    law    to    distribute    public    lands    without    sale. 
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Recipients  enjoyed  a  lease  for  life  and  paid  rent  which  was  fixed 
every  ten  years.  The  law  did  not  restrict  the  amount  of  land  any 
one  man  could  obtain.  This  encouraged  speculators  to  grab  huge 
tracts  of  land.  Many  of  Argentina's  multi-millionaires  trace  their 
origin  to  the  law  of  1826.  The  law  was  never  corrected.  The  dictator 
Rosas  began  giving  frontier  land  away  in  1832.  In  1836  he  initiated 
the  first  great  public  sale  of  land  (tracts  of  1,500  square  leagues  each) 
to  be  paid  for  in  installments  with  no  interest.  Today,  about  500 
owners  have  18  per  cent  of  all  farm  lands,  and  85  per  cent  of  the 
land  belongs  to  estancieros  each  with  more  than  500  hectares 
(1  hectare  =  2.471  acres).  About  300  persons — individual  and 
corporate — control  about  one-fifth  of  Buenos  Aires  province,  the 
richest  in  the  country. 

The  central  government  has  failed  to  revise  the  traditional  system 
of  land  tenure.  However,  it  began  to  regulate  agriculture  long 
before  General  Peron  acquired  supreme  power.  For  example,  the 
Junta  Nacional  de  Carries  controlled  the  commerce  of  meat.  The 
Direction  General  de  Elevadores  de  Granos  constructed  and  operated 
900  local  grain  elevators  and  100  at  the  ports.  The  Junta  Reguladora 
de  Granos  bought  all  the  wheat,  flax,  and  corn  at  fixed  prices  and 
resold  the  products  to  exporters.  Legislation  has  long  been  on  the 
statute  books  to  "coordinate"  the  interests  of  producers  of  sugar,  milk, 
cotton,  wine,  and  yerha  mate.  Argentina  participated  in  the  first 
international  wheat  agreement  of  1933  under  which  the  governments 
of  the  major  wheat  producing  countries  agreed  to  limit  the  export 
of  wheat  and  to  divide  total  exports  in  accordance  with  assigned 
quotas.  The  European  importing  countries  agreed  not  to  encourage 
any  increase  in  domestic  wheat  production. 

In  the  1940's  and  1950's  the  government  of  iusticialismo  of 
General  Peron  built  on  these  foundations  in  an  effort  to  achieve 
even  greater  state  planning  and  control.  The  planning  did  not  always 
have  the  desired  effects.  Indeed,  government  controls  contributed  to 
a  decline  of  production  in  cereals  and  meats.  By  1955,  when  the 
author  was  in  Argentina,  it  was  evident  that  the  middle  and  lower 
classes  of  people  were  finding  it  hard  to  get  enough  food  at  prices 
they  could  afford  to  pay.  President  Peron  tried  every  expedient  to 
get  food  to  the  masses  at  his  controlled  prices,  including  threats  to 
place  a  sentinel  in  each  store  with  instructions  to  club  merchants  with 
the  butt  end  of  a  rifle  if  they  refused  to  comply  with  government 
price  regulations.  The  President's  efforts  largely  failed.  M 
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The   State  has   also  exercised  centralized  control  over  labor. 

The  story  of  how  Colonel  Juan  Domingo  Peron,  first  as  Minister 
of  Labor  and  later  as  President,  welded  the  socialists,  anarcho- 
syndicalists,  Communists,  and  others  into  a  unified  labor  force  has 
been  told  by  scholars  and  publicists  alike  again  and  again.  Practically 
every  book  or  article  published  in  English  is  critical  of  the  way  in 
which  Peron  dealt  with  organized  labor.  Many  accounts  can  only 
be  described  as  violently,  bitterly,  passionately  critical.  Sober  appraisal 
of  Peron's  achievement,  however,  compels  the  objective  observer  to 
admit  certain  conclusions. 

General  Peron  established  a  labor  state.  He  openly,  clearly,  and 
bluntly  dedicated  the  economic  and  political  power  of  the  state  to  the 
special  interests  of  organized  labor.  The  philosophy  of  peronismo, 
one  part  of  which  was  called  justicialismo  (social  justice  or  welfare), 
sought  a  harmonization  of  all  the  conflicting  and  competing  interests 
in  society  under  the  leadership  and  direction  of  the  State.  The 
General  was  fond  of  using  the  term  convivencia  (living  together)  to 
describe  the  unity  which  he  sought.  On  the  other  hand,  if  there 
was  a  conflict  of  interest  among  organized  groups,  peronismo  made 
clear  that  the  Government  would  support  organized  labor  as  opposed 
to  any  other  interest  in  society,  even  the  armed  forces.  Thus,  in  the 
period  1943-1955,  Argentina  had  a  government  more  dedicated  to 
the  special  interests  of  organized  labor  than  any  other  Latin  American 
government  in  history. 

Labor  leaders  who  could  not  adjust  to  justicialismo,  however 
passionate  their  denunciation  of  the  man  who  deprived  them  of  their 
positions  of  leadership,  nevertheless  have  admitted  that  Peron  encour- 
aged organized  labor  to  grow  tremendously.  The  General  Confedera- 
tion of  Labor  (CGT)  claimed  6,000,000  members  at  the  zenith  of 
Peron's  power.  This  figure  is  undoubtedly  exaggerated.  The  author 
is  inclined  to  view  with  skepticism  all  membership  claims  of  Argentine 
labor  leaders  for  all  periods  of  the  labor  movement.  There  is  no 
doubt,  however,  that  a  great  growth  in  membership  took  place  under 
Peron.  Nor  can  there  be  any  doubt  that  a  large  majority  of  the 
members  of  the  CGT  supported  strongly  both  General  Peron  and 
justicialismo.  This  was  the  author's  impression  from  reading  the 
literature  and  from  talking  and  writing  to  Argentine  scholars.  It  was 
confirmed  in  the  strongest  possible  way  by  personal  investigation  and 
observation  in  Argentina  in  1955,  just  prior  to  the  ousting  of  Peron 
from  power. 
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Sometimes  there  is  no  substitute  for  personal  investigation.  The 
author  was  frankly  not  prepared  for  the  vehemence  with  which  many 
members  of  unions  expressed  their  uncompromising  support  of  Peron 
and  his  administration.  The  author  spent  much  time  in  various 
headquarters  of  the  peronista  movement,  in  peronista  bookstores,  and 
with  peronista  leaders.  It  is  logical  to  expect  nothing  but  praise  for 
the  benefactor  in  such  places  and  with  such  people.  It  is  just  as  easy 
for  the  scholar  to  go  to  the  port  areas,  the  railroads,  breweries,  and 
manufacturing  plants  in  the  Argentine  cities  and  talk  with  the 
workers.  It  was  the  author's  experience  that  practically  all  such  union 
members — even  the  Communists — approved  virtually  all  of  the 
peronista  program  with  respect  to  labor. 

Why  was  the  achievement  of  Peron  so  great  in  Argentina?  The 
author  asked  this  question  in  different  ways  again  and  again.  Some 
of  the  specific,  tangible  explanations  which  were  given  again  and 
again  included:  blanket  wage  increases,  price  control,  full  employ- 
ment, job  security,  paid  vacations,  severance  pay,  social  security, 
low-cost  housing,  free  or  almost  free  medical  care,  nurseries  and 
playgrounds,  and  retirement  on  pensions.  Less  tangible  but  no  less 
important  reasons  included:  No  back  talk  from  foremen  and  bosses; 
the  right  to  take  it  easy  on  the  job;  a  sense  of  recognition  and 
importance;  and  a  feeling  that  there  was  "someone  to  take  care 
of  us. "12 

The  material  "gains"  that  organized  labor  achieved  under  Peron 
were,  of  course,  costly.  General  Peron  and  the  justicialista  planners 
succeeded  in  reducing  the  wealthiest  and  most  advanced  Latin 
American  country  to  penury.  Whereas  many  union  members  discussed 
the  "gains"  they  enjoyed  under  Peron  with  an  exultation  that 
approached  ecstasy,  they  viewed  the  author's  questions  as  to  costs, 
inflation,  and  reduced  production  with  frigid  indifference. 

General  Peron's  brilliant,  beautiful,  demagogic  partner,  Eva 
Peron,  perhaps  had  more  of  an  intensely  personal  influence  with 
organized  labor  than  he  did.  There  is  some  evidence  that  since  the 
death  of  "Evita"  on  July  19,  1952,  organized  labor  became  somewhat 
more  restive,  somewhat  more  difficult  to  satisfy.  By  1954,  General 
Peron  was  beginning  to  back  away  just  a  bit  from  the  economic  and 
welfare  policies  which  ignited  almost  hysterical  support  in  labor 
leaders  and  union  members  alike  in  earlier  years.  In  a  speech  of  one 
hour  and  fifteen  minutes  on  March  23,  1954,  he  warned  his  beloved 
workers  that  they  would  have  to  produce  more  if  they  expected  to 
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win  higher  real  wages.  He  suggested  that  organized  labor  should 
cooperate  with  him  in  holding  the  wage  line  as  a  means  of  curbing 
inflation.  We  can  understand  by  hindsight  why  the  General  spoke 
thus  and  was  indisposed  to  offer  the  workers  the  usual  blanket  wage 
increases.  The  planned  state  was  almost  bankrupt,  certainly  in 
serious  financial  distress  as  a  result  of  decreased  production,  inflation, 
and  official  corruption. 

Later  in  1954,  the  General  began  to  express  annoyance  with  the 
Communists  in  the  labor  movement.  In  the  early  years  of  justicialismo, 
the  General  used  to  condemn  both  Communism  and  capitalism  as 
inimical  to  the  moral  and  material  interests  of  the  masses.  He  was 
fond  of  adding,  however,  that  he  condemned  capitalism  more  than 
Communism,  because  it  was  the  evils  of  capitalism  that  produced 
Communism.  Beginning  in  June,  1954,  however,  peronista  news- 
papers, such  as  Critica,  published  charges  that  the  Communist  World 
Federation  of  Trade  Unions  was  transmitting  orders  through  Ruben 
Iscaro  and  other  Argentine  Communists  to  such  organizations  as  the 
Communist-controlled  Movement  for  Syndicalist  Democracy  and 
Independence.  This  must  stop,  the  peronista  mouthpieces  warned. 
The  Government  began  to  oppress  certain  Communist-dominated 
labor  unions,  such  as  the  metal  workers'  union.  The  CGT  supported 
the  President  in  his  anti-Communist  position.  When  the  General 
began  the  last  stages  of  his  quarrel  with  the  Church  late  in  1954,  the 
evidence  is  complete  and  overwhelming  that  the  CGT  supported  his 
efforts  to  curb  Juuentud  Obrera  Catolica  and  other  Church  activities 
in  the  field  of  organized  labor.  And  when  the  final  revolt  against 
General  Peron  was  begun  in  September  of  1955,  the  CGT  was  ready 
to  form  workers'  militias  and  fight  to  preserve  the  labor  government 
they  had  come  to  love  so  well. 

Many  writers  in  the  United  States  expressed  the  belief  that 
organized  labor  in  Argentina  would  manifest  great  joy  at  being 
liberated  from  the  chains  of  dictatorship.  It  is  true  that  the  labor 
leaders  who  had  been  separated  from  their  positions  of  leadership  by 
Peron  were  jubilant.  They  believed  the  new  government  would  fire 
all  peronista  labor  leaders  and  thus  open  the  way  to  their  own 
restoration  to  power.  Many  union  members,  however,  did  not  rejoice 
over  the  change  in  government.  Instead,  they  proceeded  to  let 
production  lag  by  calculated  use  of  the  slowdown.  They  walked  out 
in  partial  strikes,  general  strikes,  and  sympathy  strikes.  As  these 
words  are  written,  they  are  still  expressing  intransigence. 
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On  September  13,  1956,  15,000  maritime  workers  went  on  a 
24-hour  strike  and  shut  down  all  the  ports.  On  September  14,  about 
1,000,000  white  collar  workers  went  on  a  24-hour  strike  to  call 
attention  to  their  demands  for  wage  increases  up  to  164  per  cent. 
On  November  12,  1956,  50,000  printers  and  lithographic  workers  and 
250,000  metal  workers  began  a  24-hour  strike  for  90-150  per  cent 
wage  increases. 

The  railroad  workers  began  1957  by  embarking  on  a  slowdown 
that  was  exasperating  to  public  and  government  alike.  The  govern- 
ment retaliated  by  mobilizing  255,000  railroad  workers  under  military 
regulations  and  ordered  the  armed  forces  to  guard  stations  and 
railheads.  Municipal  workers  in  Buenos  Aires  went  on  strike  for  a 
100  per  cent  wage  increase.  On  April  10,  1957,  the  government  had 
to  spray  Buenos  Aires  with  DDT  by  plane  because  the  garbage 
collectors  refused  to  collect  the  garbage.  Sixty-two  unions  called  a 
general  strike  for  September  27,  1957  to  back  up  the  week-old 
walkout  of  telephone  and  telegraph  workers  and  to  support  general 
demands  for  wage  increases.  Although  only  500,000  workers  went 
on  strike,  instead  of  the  2,000,000  the  leaders  hoped  for,  packing 
houses,  metallurgical  plants,  and  other  factories  were  shut  down 
totally  in  Buenos  Aires.  The  unions  demanded  freezing  of  prices, 
escalator  clauses  in  new  contracts,  and  lifting  of  the  government  ban 
against  reopening  of  wage  agreement  talks  in  1957. 

The  same  62  unions,  mainly  sympathetic  to  peronismo,  staged  a 
nation-wide  general  strike  October  22-24,  1957.  Thirty-two  unions 
decided  not  to  strike.  The  government  thoughtfully  brought  8,000 
troops  into  Buenos  Aires  to  cope  with  the  workers  who  did  go  on 
strike.  The  soldiers  escorted  workers  to  their  jobs,  and  the  general 
strike  was  only  partially  effective.  The  meat  packing,  metal,  rubber, 
and  other  manufacturing  plants  in  Argentina  did  not  operate, 
however. 

About  60,000  banking  and  insurance  workers  went  on  strike  in 
January,  1958.  The  police  used  tear  gas  on  them  in  Buenos  Aires 
on  February  26,  after  it  was  believed  earlier  that  the  strike  had  been 
settled.  The  government  drafted  many  petroleum  workers  into  the 
armed  forces  early  in  1958  to  prevent  a  breakdown  in  oil  production. 
Even  so,  oil  workers  went  on  strike  in  the  two  refinery  towns  of 
Ensenada  and  Berisso,  about  50  miles  south  of  Buenos  Aires.  Troops 
armed  with  machine  guns  moved  into  electric  generating  stations 
throughout  the  country  on  January  27  in  order  to  prevent  a  nation- 
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wide  26-hour  power  blackout.  Soldiers  and  marines  in  tanks  and 
weapons  carriers  were  on  guard  outside. 

These  episodes,  which  took  place  since  General  Peron  was  ousted, 
are  cited  in  order  to  demonstrate  that  not  all  the  labor  leaders  nor 
members  of  labor  unions  have  been  completely  satisfied  with  the 
change  in  government.  ,3 

Finally,  the  impact  of  centralization  on  industry  in  Argentina 
merits  at  least  brief  analysis. 

No  Latin  American  country  has  ever  had  so  completely  planned 
an  economy  as  Argentina  in  the  period  from  1943  to  1955.  It  has 
been  estimated  that  about  one-half  of  all  the  capital  expenditures  in 
the  entire  country  were  made  by  the  federal  government  during  the 
dictatorship  of  General  Peron  in  comparison  with  about  five  per  cent 
in  the  United  States.  Less  than  half  of  the  economy  was  in  private 
hands  as  compared  to  80  per  cent  under  British  socialism.  The  State 
owned  and  operated  many  industries.  They  were  organized  mainly 
in  institutos  (institutes  or  groups)  under  the  direction  of  the  respective 
ministers.  They  included  finance  (the  central  bank  was  nationalized 
March  25,  1946),  oil,  railroads,  electric  utilities,  telephones,  and  heavy 
and  light  industry  of  various  types.  !4 

The  peronistas  did  not  seek  the  planned  state  primarily  through 
expanding  the  existing  foundations  of  public  ownership,  however. 
The  planners  sought  instead  to  achieve  control  of  money,  credit, 
securities,  imports,  exports,  and  foreign  trade.  Their  success  was  so 
conspicuous  that  Weil,  distinguished  student  of  Argentine  affairs,  calls 
their  controls  "totalitarian." ,5 

General  Peron  never  disguised  the  political  nature  of  the  planned 
state.  He  made  clear  in  his  speeches  and  public  papers  right  from  the 
beginning  that  the  political  system  he  offered  was  dictatorship.  In 
return,  however,  he  promised  justicialismo,  a  philosophy  of  social 
justice  that  would  guarantee  to  the  masses  price  control,  rent  control, 
wage  increases,  bonuses,  freedom  from  being  fired,  at  least  not 
without  indemnities,  paid  vacations,  and  soc'al  security. 

The  General  and  his  supporters  began  with  important  assets. 
Argentina  had  dollar  and  gold  reserves  which  some  estimates  put  as 
high  as  $1,250,000,000.  The  world  needed  cereal  products  and  meat. 
The  planners  created  a  monopoly,  Instituto  Argentino  de  Promotion 
del  Intercambio  (IAPI),  through  which  all  such  products  would  be 
sold.  The  idea  was  to  compel  the  domestic  producers  to  sell  their 
meat  and  grain  to  IAPI  at  low,  government-fixed  prices.  The  products 
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would  then  be  sold  in  the  world  markets  at  higher  prices  and  the 
profits  pocketed  by  the  Government.  The  export  and  foreign  exchange 
monopolies  produced  huge  returns  for  the  first  few  years  of  the 
dictatorship.  Later,  lack  of  incentives  plus  drought  cut  Argentine 
production  drastically.  Taxation  and  the  printing  press  provided 
additional  sources  of  funds. 

The  social  security  tax,  for  example,  was  a  principal  source  of 
revenue.  The  workers  paid  a  basic  10  per  cent  of  their  wages  and  the 
employers  15  per  cent.  Extras  were  constantly  demanded,  however, 
and  frequently  the  worker  was  required  to  pay  12  per  cent  and  the 
employer  as  much  as  65  per  cent  on  top  of  wages.  Estimates  indicate 
that  only  about  20  per  cent  of  this  money  was  used  to  pay  claims. 
The  Government  took  the  rest  for  itself,  spent  it  on  its  development 
projects,  and  printed  bonds  to  leave  in  its  place.  It  is  estimated  that 
30-35  per  cent  of  aggregate  private  income  was  taken  by  taxes. 

Even  with  such  ample  resources  with  which  to  make  justicialismo 
work,  the  peronistas  found  year  after  year  that  they  did  not  have 
enough.  There  were  budgetary  deficits  for  every  year  under  the 
peronista  dictatorship  except  for  1950-51.  The  planners  tried  to  solve 
the  problem  by  printing  paper  money.  By  December,  1954  there 
were  28,800,000,000  pesos  in  circulation.  Less  than  one  year  later, 
by  October,  1955,  there  were  55,000,000,000  pesos  in  circulation.  By 
public  spending,  controlled  prices,  and  forced  redistribution  of  income, 
justicialismo  could  and  did,  in  the  beginning,  provide  exhilarating 
material  advances  for  the  masses,  particularly  those  in  the  urban 
areas.  From  1948  on,  however,  the  laws  of  economics  caught  up  with 
the  planners.  The  cost-of-living  indexes  proceeded  to  move  up  faster 
than  wages.  The  Five  Year  Plan  (Plan  Quinquenal)  which  General 
Peron  announced  on  October  21,  1946  for  the  period  1947-1951, 
had  to  be  suspended  in  its  most  important  aspects  in  1949. 

The  planners  nationalized  the  British-owned  railroads.  General 
Peron  claimed  in  his  speeches  that  he  had  outwitted  the  British,  had 
not  paid  them  a  centavo,  but  had  instead  got  the  railroads  "for 
wheat."  One  estimate  shows  that  British  investments  were  valued 
at  $1,287,005,000  in  1940  and  only  $17,300,000  in  1952.  It  was 
obvious  to  any  visitor  to  Argentina  that  the  planners  lacked  the 
ability  to  run  the  railroads.  The  author  was  in  Argentina  in  August, 
1955,  shortly  before  the  dictatorship  was  destroyed.  The  condition 
of  the  railroads,  evident  even  to  the  non-specialist,  was  almost 
impossibly    bad.     An   Argentine   commission   studying   the   effect   of 
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State  ownership  and  operation  under  Peron  reported  in  November, 
1955  that  the  railroads  were  "virtually  inoperative."  It  was  estimated 
that  the  railroads  needed  28,000,000,000  pesos  (or  about  $1,555,000,- 
000  at  the  rate  of  exchange  at  that  time)  to  put  them  in  a 
satisfactory  condition.  |6 

The  justicialista  state  did  not  do  better  in  providing  electricity. 
The  United  States  company,  American  and  Foreign  Power  with 
$117,000,000  invested  since  the  1920's,  found  about  36  per  cent  of 
its  properties  expropriated  from  1943  to  1949.  The  Government  made 
it  almost  impossible  for  the  Company  to  earn  and  remit  profits.  The 
parent  company  is  reported  to  have  received  only  about  $100,000  in 
remittances  in  the  last  years  of  the  dictatorship.  Although  private 
utilities  were  harrassed  and  private  capital  discouraged,  the  State 
could  not  and  did  not  provide  the  electricity  which  was  needed.  By 
the  time  General  Peron  and  the  justicialistas  were  forced  to  give  up 
economic  planning,  Argentina  had  a  power  deficit  of  about  1,000,000 
kilowats. 

Nor  has  the  State  monopoly  in  oil,  Yacimientos  Petroliferos 
Fiscales,  proved  imaginative,  innovative,  or  productive.  The  YPF  is 
authorized  to  produce,  refine,  and  sell  petroleum  and  petroleum 
products.  The  Government  has  restricted  private  concerns  to  definite 
quotas  in  the  market  and  has  closed  the  industry  to  outsiders.  The 
YPF  fixes  prices  and  determines  quality.  Despite  all  these  powers, 
YPF  at  best  has  only  been  able  to  satisfy  about  40  per  cent  of  the 
country's  needs  in  oil.  The  monopoly  has  been  largely  successful 
in  forcing  private  interests  from  the  field.  Private  concerns  are  limited 
to  small  concessions.  Their  production  dropped  50  per  cent  during 
the  period  the  justicialistas  were  in  power.  Nearly  all  the  progress  in 
oil  exploration  and  development  was  made,  however,  when  private 
enterprise,  particularly  foreign  companies,  were  permitted  to  operate 
freely.  The  YPF  has  lacked  not  only  technically  qualified  personnel 
but  the  innovative  and  risk-taking  qualities  that  characterized  the 
private  interests.  Even  General  Peron  finally  realized  that  he  was 
not  going  to  get  oil  through  the  State  monopoly.  He  signed  a  40-year 
contract  with  a  subsidiary  of  Standard  Oil  of  California  in  April, 
1955  and  sent  it  to  the  peronista  Congress  on  May  6  for  approval. 
Even  the  great  skill  and  persuasiveness  of  this  outstanding  demagogue 
could  not  prevail  in  this  instance.  The  Congress  was  so  wedded  to 
the  idea  of  State  exploitation  of  oil  that  they  delayed,  and  the  contract 
was  never  approved.  ,7 
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This  is  but  a  brief  review  of  some  of  the  theories,  methods,  and 
results  of  State  planning  under  General  Peron  and  the  justicialistas 
in  the  period  1943-1955.  From  it,  however,  one  could  deduce  that 
economic  conditions  were  less  than  perfect  when  the  General  was 
forced  to  flee  in  September,  1955.  Dr.  Raul  Prebisch,  well-known 
Argentine  economist,  was  put  in  charge  of  a  group  to  investigate 
the  status  of  the  Argentine  economy.  Prebisch  found  that  the 
justicialistas  had  left  Argentina  with  obligations  of  $1,200,000,000 
involving  deferred  payment  plans  for  industrialization,  foreign  trade 
indebtedness,  and  the  like.  Although  the  peronistas  had  admitted  to 
a  domestic  debt  of  40,000,000,000  pesos,  Prebisch  found  it  to  be 
70,000,000,000  (or  about  $4,000,000,000).  The  dictatorship  had 
claimed  to  have  a  reserve  of  $450,000,000  in  gold  and  foreign  currency 
left.  All  Prebisch  could  find  was  $300,000,000.  The  Argentine 
Ambassador  to  the  United  States  declared  in  August,  1957  that 
Argentina  needed  a  loan  of  $700,000,000  to  begin  to  repair  the  damage 
the  Peron  "reforms"  had  done  to  the  Argentine  economy.  These  were 
preliminary  estimates  and  evaluations  based  on  hasty  and  perhaps 
incomplete  examination  of  the  evidence.  Nevertheless,  it  seemed 
clear  beyond  reasonable  doubt  that  the  efforts  of  the  peronista 
planners  to  do  the  country  and  the  people  good  had  turned  out  to 
be,  as  the  Latin  Americans  say,  contraproducente  (the  reverse). 

Many  of  the  top  officials  in  the  peronista  State  did  themselves 
good,  however.  They  apparently  helped  themselves  to  funds  in  the 
exchequer,  grafted  to  the  best  of  their  ability,  and  used  extortion  in 
dealing  with  private  concerns.  The  caretaker  administration  created 
a  special  national  assets  recovery  board  and  set  out  to  get  back  as 
much  of  the  boodle  from  the  erstwhile  State  planners  as  possible. 
By  the  end  of  December,  1955,  the  recovery  board  had  frozen  the 
fortunes  of  some  604  individuals  and  the  assets  of  some  169  com- 
panies, all  alleged  to  have  profited  in  an  illegal  manner  in  the 
previous  administration.  Much  of  the  money  was  exported  to  banks 
and  other  repositories  outside  the  country,  however.  There  is  certainly 
enough  evidence  to  assert  unequivocally  that  the  almost  unlimited, 
centralized  power  of  the  Government  was  abused  by  those  who 
possessed  and  used  such  power  to  the  detriment  of  all  other  citizens. 

The  new  administration  has  so  far  not  attempted  to  make  any 
fundamental  changes  in  the  nature  of  the  Argentine  economic  system, 
although  it  has  been  compelled  to  accept  humiliating  guidance  of  the 
most  elementary  nature  from  foreign  powers  in  exchange  for  economic 
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aid  and  assistance.  State  enterprises  and  State  controls  largely  remain, 
however.  When  the  1957-58  budget  was  announced,  both  La  Prensa, 
famous  Buenos  Aires  newspaper,  and  the  business  publication, 
Review  of  the  River  Plate,  raised  questions  about  the  items  relating 
to  the  State  enterprises.  The  budget  indicated  that  the  Government 
expected  the  YPF,  national  energy  board,  State  telephone  network, 
and  railroads  to  lose  $265,000,000  during  the  year.  Most  of  these 
enterprises  had  been  claiming  publicly  that  they  were  either  breaking 
even  or  making  money. 

In  conclusion,  one  can  say:  The  founders  of  Argentine  federalism 
advocated  division  of  powers  as  a  restraint  upon  the  exercise  of 
arbitrary  power  in  the  center,  and  they  recognized  the  value  of 
federalism  in  adjudicating  the  intense  economic  conflict  between 
Buenos  Aires  (as  capital,  principal  city,  rail  center,  major  port)  and 
the  provinces  in  the  interior.  The  evidence  indicates  clearly  that 
neither  the  masses  nor  the  classes  have  insisted  that  federalism 
perform  either  or  both  of  these  roles.  Instead,  centralization  became 
almost  instantly  a  major  characteristic  of  government,  not  only  in 
federal-provincial  relations  but  in  provincial-local  relations  as  well. 

Although  Argentina  is  usually  regarded  as  culturally  and 
economically  the  most  advanced  of  the  Latin  American  countries,  it 
has  not  been  immune  to  political  problems  of  the  most  serious 
nature.  Even  in  the  face  of  centralization  and  increasing  centraliza- 
tion, many  Argentine  pensadores  and  men  in  public  life  continue  to 
urge  federalism  as  the  most  logical  and  satisfactory  method  of  estab- 
lishing and  utilizing  public  power.  However,  the  relative  failure  of 
federalism  to  perform  the  functions  for  which  it  was  created  raises 
questions  as  to  the  value  of  the  form  in  a  country  of  Hispanic 
culture,  such  as  Argentina.  It  is  certain  that  the  cumulative  effect 
of  hundreds  of  years  of  experience  with  governmental  centralization 
plus  the  conditioning  impact  of  the  class  system,  family,  church, 
education,  army,  and  economic  organization — all  of  which  are 
strongly  centralized — have  created  a  subtle  but  powerful,  recognizable 
predisposition  to  support  great  personal  concentrations  of  political 
power  at  the  center.  The  more  completely  that  power  has  become 
centralized,  however,  the  more  prone  it  has  become  to  abuse.  The 
culmination  of  misuse  and  abuse  of  power  occurred  in  the  tyranny 
of  Peron's  planned  state.  However  horrible  peronismo  might  have 
been,  it  was  popular,  especially  with  the  lower  class,  organized  labor 
groups  in  the  urban  centers.    The  reform  administration  of  President 
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Frondizi  has  restored  the  Constitution  of  1853  without  reforming 
federal-provincial  relations.  The  basic  problem  is  that  Argentine 
society  is  not  conducive  to  the  development  of  attitudes  of  individ- 
ualism, voluntarism,  and  participation.  If  governmental  policies  would 
lead  to  an  environment  in  which  such  attitudes  could  develop,  one 
of  the  immediate  concomitants  would  be  demand  for  more  inde- 
pendent provincial  and  local  government.  But,  attitudes  and  values 
develop  slowly  and  change  slowly.  Even  though  one  may  believe 
personally  that  men  everywhere  will  ultimately  perceive  that  only 
individual  liberty  and  freedom  advance  their  interests  and  those  of 
the  community,  the  scholar  is  compelled  by  fact  and  reason  to 
conclude  that  profound  changes  in  the  nature  of  Argentine  federalism 
will  not  occur  in  the  immediate  future. 

The  Centralized  Mexican  Federal  System 

New  Spain  or  Mexico  was  one  of  the  two  headquarters  of 
Spain's  administrative  hierarchy  in  the  Western  Hemisphere  in  the 
colonial  period.  The  most  distinguished  military,  political,  and 
clerical  personnel  gravitated  to  Mexico  and  assisted  in  applying  the 
monarch's   principle  of  centralization  in  government. 

Miguel  Hidalgo,  Mexico's  great  precursor  of  independence, 
raised  the  standard  of  revolt  under  the  Virgin  of  Guadalupe  on 
September  16,  1810.  Before  he  was  defeated  and  shot,  he  ordered 
the  emancipation  of  the  slaves,  abolished  the  tribute,  restored  many 
Indian  lands,  and  called  for  a  congress  to  be  made  up  of  represent- 
atives from  the  cities  and  towns  to  provide  a  government  for 
Mexico.  Jose  Maria  Morelos,  a  mestizo  priest,  led  the  independence 
movement  from  1812  to  1815.  When  Ferdinand  VII  returned  to  the 
throne,  he  declared  the  Spanish  Constitution  of  1812  null  and  void. 
The  king  reestablished  the  Inquisition,  special  privilege  courts,  the 
gallows,  and  the  whipping-post.  Morelos  answered  by  causing  the 
liberal  Constitution  of  Apatzingan  of  1814  to  be  drafted.  It  was 
never  put  into  effect,  however,  and  Morelos  was  executed  toward 
the  end  of  1815.  The  Inquisition  said  unkind  things  about  him. 
He  was  declared  to  be  a  heretic,  "profaner  of  the  holy  sacraments," 
hypocrite,  enemy  of  Christianity,  traitor,  "schismatic,"  "lascivious," 
etc.  These  early  efforts  to  achieve  independence  were  not  inspired 
by  any  particular  governmental  structure,  such  as  federalism. 

When  Ferdinand  VII  restored  the  1812  constitution  on  March  7, 
1820,   the  Bishop  of  Puebla   and   other  prominent  members  of  the 
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Church  hierarchy  encouraged  revolt.  Agustin  de  Iturbide  obtained 
support  from  the  military,  Church  hierarchy,  and  wealthy  conserva- 
tives and  proclaimed  his  "Plan  de  Iguala"  in  September,  1821.  This 
resulted  in  complete  independence  for  Mexico.  The  government  was 
to  be  a  monarchy.  Before  a  monarch  could  be  found,  the  junta 
conferred  on  Iturbide  the  title  of  "most  serene  highness"  and  the 
rank  of  "generalissimo  of  the  army  and  navy."  A  fawning  congress 
made  him  Emperor  Agustin  I,  and  provided  the  title  of  "prince 
imperial"  for  his  oldest  son,  "prince"  and  "princess"  for  the  younger 
children,  and  "prince  of  the  union"  for  his  father.  Antonio  Lopez 
de  Santa  Ana  forced  the  Emperor  to  flee  to  Italy,  however,  on  March 
20,  1823.  When  the  Emperor  returned  in  a  few  months,  he  was 
eliminated  from  politics  permanently  by  execution  on  July  19,  1824. 

In  the  meantime,  the  seeds  of  federalism  had  been  planted  by 
Miguel  Ramos  de  Arizpe.  Ramos  de  Arizpe  submitted  his  famous 
"Report  on  the  Natural,  Political  and  Civil  Condition  of  the 
Provinces  of  Coahuila,  Nuevo  Leon,  Nuevo  Santander  and  Texas 
of  the  Four  Eastern  Interior  Provinces  of  the  Kingdom  of  Mexico, 
with  an  Exposition  of  the  Defects  of  the  System  in  General,  Especially 
the  Government,  and  of  the  Reforms  and  Improvements  Necessary  to 
their  Prosperity"  to  the  Cortes  of  Cadiz  on  November  7,  1811. 
"Doctor,"  lawyer,  and  priest,  Ramos  de  Arizpe  was  a  man  of  culture 
and  prestige  who  had  spent  some  36  years  on  the  frontiers  of 
northern  New  Spain.  He  languished  six  years  in  Spanish  prisons 
as  a  reward  for  his  Report.  By  the  time  Mexico  achieved  indepen- 
dence, however,  his  ceaseless  efforts  in  behalf  of  local  and  provincial 
self-government  had  resulted  in  a  series  of  popularly-elected  councils, 
which  he  called  "provincial  deputations."  Nettie  Lee  Benson,  in 
manuscripts  published  in  1950  and  1955,  describes  Ramos  de  Arizpe's 
ideas  in  detail  and  evaluates  accurately  his  influence  in  the  develop- 
ment of  the  federal  Constitution  of  1824.,8 

Ramos  de  Arizpe,  the  principal  author  of  the  constitution, 
adopted  the  United  States  model  of  division  of  powers.  The  states 
were  burdened  with  limitations,  however.  They  were  obliged  to 
model  their  constitutions  on  the  federal  document,  and  any  disputes 
they  might  have  with  the  federal  government  or  among  themselves 
were  to  be  adjudicated  by  the  federal  congress.  Dr.  Ramos  de  Arizpe 
undoubtedly  understood  federalism,  abhorred  the  tyranny  of  central- 
ized power,  and  advocated  local  self-government.  Apparently  many 
Mexican    supporters    of    federalism    did    not,    however.     The    new 
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government  almost  immediately  became  strongly  dominated  by 
centralized,  executive  power.  For  example,  the  Constitution  of  1824 
contained  a  provision  which  stated  that  the  president  could  be 
granted  extraordinary  powers  in  times  of  emergency.  The  congress 
promptly  delegated  such  powers  to  President  Victoria,  although  there 
was  less  of  an  emergency  than  at  any  time  in  the  next  several  decades. 

To  most  Mexicans  in  public  life,  federalism  seemed  to  be  more 
of  a  political  slogan  than  a  structural  form  of  government  with  real 
meaning  in  practical  politics.  There  was  a  genuine  struggle  between 
those  who  yearned  for  the  restoration  of  monarchy  and  the 
reestablishment  of  the  traditional  values  of  Hispanic  culture  and 
those  who  wanted  a  republic  and  a  fundamental  break  with  the  past. 
Federalism,  local  autonomy,  and  even  individual  participation  in 
government  were  not  major  objectives  in  themselves.  Certainly  it  is 
accurate  to  say  that  few  of  the  ideals  and  aspirations  of  men  like 
Ramos  de  Arizpe  were  realized  under  the  Constitution  of  1824. 

The  centralist  Constitutions  of  1836  and  1843  abolished  federal- 
ism, restored  directly  or  indirectly  many  of  the  privileges  of  the  elite 
groups,  and  made  possible  personal  dictatorship  under  the  colorful 
Santa  Ana.  The  reform  movement  of  the  1850's,  led  by  men  like  the 
great  Benito  Juarez  and  Miguel  Lerdo  de  Tejada,  culminated  in  the 
drafting  of  a  new  constitution  in  1856,  which  was  promulgated  on 
February  5,    1857. 

The  Constitution  of  1857  reestablished  federalism  on  the  United 
States  model  of  division  of  powers.  Justo  Sierra,  writing  late  in  the 
nineteenth  century  in  his  magazine,  La  Libertad,  and  Emilio  Rabasa 
in  his  famous  book,  La  constitution  y  la  dictadura  (1912),  both 
criticized  the  Constitution  of  1857  because  it  made  the  presidency 
too  weak.  In  fact,  however,  power  became  centralized  in  the  hands 
of  the  chief  executive.  The  states  were  made  subservient  to  the 
federal  government.  This  was  made  possible  in  part  by  Article  74, 
Part  B,  Sections  V-VI,  which  conferred  on  the  federal  Senate  the 
power  to  adjust  all  political  disputes  arising  among  state  officers  or 
authorities  when  one  of  them  appealed  for  such  aid  or  in  cases  of 
armed  conflict.  In  addition,  if  the  Senate  declared  that  all  the 
constitutional  powers  of  a  state  had  disappeared,  the  president  was 
empowered  to  intervene  and  appoint  a  provisional  governor.,? 

It  was  under  the  federal  Constitution  of  1857  that  Porfirio  Diaz 
established  executive  dictatorship  and  destroyed  any  semblance  of 
effective   state   or   local   self-government   in   the   long   period   of  his 
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domination  (1876-1911).  The  Revolution  of  1910-11  resulted 
eventually  in  the  Constitution  of  Queretaro  of  1917. 

Federalism  was  not  an  issue  at  the  constitutional  convention 
at  Queretaro.  It  was  neither  challenged,  defended,  debated,  or  even 
discussed  at  any  length  whatever.  The  impression  one  gets  is  that 
federalism  was  inextricably  associated  with  liberal,  republican  ideals 
and  was,  therefore,  an  indispensable  part  of  the  new  system.  But  it 
is  doubtful  that  the  framers  of  the  1917  document  contemplated 
that  it  would  be  a  working  principle  of  government.  Article  124 
guaranteed  reserved  or  residual  powers  to  the  states,  but  the 
enumerated  powers  of  the  federal  government  in  the  "interventionist" 
state  were  so  numerous  and  all-embracing  that  few  areas  of 
importance  were  left  to  reserve. 

Although  the  constitution  established  separation  of  powers,  in 
fact  the  Mexican  chief  executive  has  completely  dominated  the 
legislative  and  judicial  branches.  As  head  of  the  central  government, 
he  has  made  use  of  certain  constitutional  powers  to  control  state 
and  local  government.  Article  76  restates  the  provisions  of  the  1857 
constitution  relating  to  the  power  of  the  Senate  to  adjudicate  political 
questions  or  disputes  among  state  officials  and  to  declare  that  all 
state  constitutional  government  has  disappeared.  This  provision,  of 
course,  permits  federal  intervention  in  and  control  over  the  state 
governments. 20  In  the  most  complete  and  detailed  analysis  yet  made 
of  this  form  of  federal  intervention,  Scott  found  that  the  Senate 
declared  disappearance  of  powers  45  times  in  period  of  1918- 
1948.  Although  some  of  the  interventions  could  be  justified  in  terms 
of  constitutional  provisions,  Scott  concluded  that  at  least  25  of  the 
instances  were  "arbitrary."2i 

It  is  possible  that  writers  on  Mexican  federalism  have  over- 
emphasized the  importance  of  Article  76  in  destroying  the  federal 
system.  Scott  demonstrates  that  its  use  has  been  limited  since  1935 
and  is  now  confined  almost  entirely  to  instances  of  clear  emergency. 
The  reason  for  its  decline,  however,  is  not  that  the  states  have  become 
stronger  but  rather  that  the  federal  government  has  found  more 
effective  methods  of  maintaining  and  expanding  centralized  control. 

The  Secretaria  de  Gobernacion  is,  in  Scott's  opinion,  "...  of 
much  greater  importance  in  breaking  down  true  federalism." 
Gobernacion,  acting  under  the  personal  direction  of  the  president,  is 
the  intermediary  between  the  federal  government  and  the  states. 
Since  about   1921,  it  has  built  up  a  detailed  record  of  the  political 
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histories  of  the  states.  It  early  organized  a  group  of  confidential 
investigators  who  studied  the  backgrounds  and  political  positions  of 
state  candidates  and  officers.  It  watches  over  state  elections.  In 
addition,  Gobernacion  receives  the  petitions  and  complaints  of  state 
officials,  political  parties  or  factions,  and  private  citizens.  The 
president  permits  Gobernacion  to  adjudicate  most  of  the  day-to-day 
political  difficulties  of  state  governments  and  federal-state  relations. 
Its  function  is  to  know  who  are  the  individuals  and  groups  in  each 
state  who  will  work  amicably  with  the  federal  government  and  who 
will  not.  Gobernacion  sees  to  it  that  the  friends  are  in  office  while 
the  enemies  are  denied  political  power. 

Article  105  provides  that  the  federal  Supreme  Court  shall  have 
exclusive  jurisdiction  in  all  controversies  between  state  officials  or 
branches  of  government  as  to  the  constitutionality  of  their  acts.  This 
permits  the  Supreme  Court  to  decide  in  favor  of  those  state  officers 
whom  the  president  supports.  In  addition,  the  record  of  state  appeals 
to  the  Supreme  Court  for  protection  against  federal  interference  is 
almost  completely  unsuccessful.  Scott  uses  the  term  "futility"  to 
describe  state  efforts  to  achieve  protection  from  the  Supreme  Court 
"against  the  depredations  of  the  national  government."22 

In  the  area  of  functions,  the  federal  government  has  maintained 
its  great  grant  of  enumerated  powers  and  has  increased  its  jurisdiction 
at  the  expense  of  the  states.  For  example,  the  evidence  is  overwhelm- 
ing that  the  federal  government  has  gradually  whittled  away  the  tax 
base  of  the  state  and  local  governments.  Indeed,  a  monopoly  of 
taxation  by  the  federal  government  may  well  develop  in  the  foreseeable 
future.  Of  all  income  or  revenue  taken  in  by  all  levels  of  government 
in  1956,  the  national  government  and  the  Federal  District  (Mexico 
City)  received  85.9%,  the  29  states,  11.1%,  and  the  2,349 
municipios,  3%.23  The  constitutions  of  1857  and  1917  did  not  allocate 
taxes  or  tax  sources  among  the  federal,  state,  and  local  governments. 
There  is  overlapping  and  duplication  at  the  present  time.  However, 
the  central  government  has  contrived  to  seize  the  important  sources 
of  revenue  for  itself.  The  federal  Secretaria  de  Hacienda  has  had 
the  task  of  delimiting  the  tax  fields,  and  some  of  the  methods  it  has 
used  have  unquestionably  been  unconstitutional. 

The  most  interesting  method  the  federal  government  has  used 
is  called  participaciones  or  shared  taxes.  Under  this  method,  the 
federal  government  collects  the  taxes  and  returns  a  portion  of  the 
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tax  to  the  state  in  return  for  the  exclusive  right  to  tax  in  the  field 
concerned.  A  number  of  National  Fiscal  Conventions  have  been  held, 
beginning  August  10-20,  1925,  in  which  problems  of  federal-state  use 
of  taxes  have  been  discussed.  It  is  fair  to  conclude  that  the  device 
of  participaciones  and  the  fiscal  conventions  have  had  a  centralizing 
effect.  The  states  borrow  from  the  central  government  on  anticipated 
participaciones  and  thus  become  even  more  susceptible  to  control. 
Such  debts  sometimes  are  forgiven  if  the  states  willingly  accept 
federal  tutelage.  In  addition  to  participaciones,  the  federal  grant-in- 
aid  is  also  used.  Writing  in  1959,  Scott  concludes  that  there  is  a 
".  .  .  very  high  degree  of  hierarchical  control  of  finances. "24 

The  federal  government  seeks  aggressively  to  achieve  central- 
ization, yet  Scott  and  Mecham  point  out  that  the  states  are  apathetic 
and  do  not  defend  their  constitutional  rights  of  self-government.  The 
psychological  attitudes  and  values,  of  course,  are  all-important  in 
explaining  this  seeming  paradox.  There  is  a  predisposition  toward 
strong,  centralized,  personal  power  in  Hispanic  affairs.  The  states  do 
not  even  object  when  the  constitution  is  formally  amended  in  ways 
that  obviously  result  in  further  federal  centralization.  Scott  found 
that  the  constitution  had  been  amended  110  times  up  to  January  1, 
1949.  He  concluded  in  1949  that  federalism  is  "indeed  defunct"  in 
Mexico.  Instead,  ".  .  .  the  constitutional  and  political  systems  have 
never  represented  and  probably  never  will  represent  a  federal  system 
of  government."  After  ten  years  of  additional  research,  Scott  published 
an  important  book  on  Mexican  government  (in  1959)  in  which  he 
makes  crystal  clear  that  the  1949  conclusions  on  federalism 
remain  valid. 25  v. 

Professor  Spain  published  a  revisionist  study  in  1956  in  which 
he  contended  that  the  critics  of  Mexican  federalism  had  perhaps 
overemphasized  the  centralizing  tendencies  of  the  federal  government 
and  underestimated  the  vitality  of  state  and  local  government.  His 
argument  seems  to  be  based  on  the  following  points:  (1)  geographical 
remoteness  of  the  states  and  local  governments  from  the  central 
authorities  often  means  that  these  units  can  formulate  interim  policy; 
(2)  the  facts  show  that  "the  scope  and  quality  of  state  activity  vary 
from  one  region  of  the  country  to  another;"  (3)  the  state  constitutions 
define  and  describe  their  reserved  powers;  (4)  there  are  instances 
on  record  in  which  the  Senate  has  failed  to  declare  "disappearance 
of  powers"  and  instances  in  which  the  federal  government  could  not 
intimidate  a  state  government;    (5)    an  important  instance  of  state 
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independence  occurred  in  the  1920's  and  1930's  when  the  state  of 
Sonora  decided  to  expel  certain  Chinese  for  allegedly  exploiting 
Mexicans  in  the  banking  and  commercial  fields.  The  state  defied 
federal  court  orders  and  expelled  the  Chinese.  The  federal  govern- 
ment failed  to  send  troops  or  to  intervene  in  any  other  way.  Professor 
Spain  concludes  that  the  remains  of  state  autonomy  are  "substantial. "2& 
Dr.  Spain's  research  merits  careful  study.  Time  may  reveal  that 
his  judgments  are  more  accurate  with  respect  to  Mexican  federalism 
than,  for  example,  the  devastating  critique  of  Scott.  Many  of  Professor 
Spain's  illustrations  in  support  of  federalism,  however,  also 
characterize  the  operation  of  government  under  unitary  structures  in 
Latin  America  as  well.  Federalism  requires  a  dividing  of  sovereignty 
through  some  form  of  division  of  powers  in  which  the  central  and 
local  units  respect  each  other's  independence  and  in  which  the  units 
are  in  fact  able  to  operate  in  their  respective  spheres  without  invasion 
from  the  other.  No  federal  system  functions  precisely  in  accordance 
with  the  theory  of  division  of  powers  under  which  it  is  established. 
The  evidence  is  strong  indeed  that  the  Mexican  federal  system 
deviates  almost  totally  from  the  legal  and  constitutional  pattern. 

The  Achievements  of  Centralization  in  Mexican  Federalism 

The  fact  of  centralization  established,  it  is  now  appropriate  to 
examine,  and  if  possible  measure,  the  consequences  of  governmental 
centralization  in  the  selected  areas  of  agriculture,  labor,  and  industry. 

By  the  time  the  Mexican  Revolution  began  in  1910-11,  it  is 
probably  accurate  to  say  that  government  and  individuals  had  con- 
trived to  produce  one  of  the  greatest  monopolies  in  land  the  world 
has  ever  known.  Practically  all — certainly  more  than  90  per  cent — 
of  the  rural  peoples  were  landless.  The  fact  of  almost  complete  land 
monopoly  makes  the  program  of  agrarian  reform  of  the  Mexican 
Revolution  dramatic.  It  has  been  written  about  in  hundreds,  perhaps 
thousands,  of  books.  Whenever  any  program  of  state  intervention 
in  agriculture  is  contemplated  in  Latin  America,  the  Mexican  expe- 
rience is  always  given  serious  attention.  Although  there  is  a 
voluminous  literature  on  the  agrarian  reform  in  Mexico,  the  book  by 
Nathan  L.  Whetten,  Rural  Mexico  (1948)  is  complete,  accurate,  and 
objective.  It  is,  indeed,  the  most  scholarly  book  on  the  subject  in 
any  language. 

The  program  of  expropriation  and  land  distribution  was  slow  to 
get   under  way.    The  Constitution  of   1917  legalized  expropriation. 
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Article  27  provided  for  compensation  on  the  basis  of  the  assessed 
valuation  of  the  property  plus  10  per  cent  with  payment  to  be  made 
through  agrarian  bonds.  Under  President  Lazaro  Cardenas  more  land 
was  distributed  in  the  years  1935-40  than  in  all  other  administrations 
put  together.  From  1916-1946  the  Government  seized  and  distributed 
30,619,321  hectares  or  75,660,317  acres.  The  land  was  given  to 
1,732,062  individuals.  To  pay  on  the  basis  of  assessed  valuation,  of 
course,  deprives  the  owner  of  part  of  the  value  of  his  property,  inas- 
much as  the  assessed  valuation  is  always  lower  than  the  market 
value.  In  addition,  however,  the  Mexican  Government  has  not  seen 
fit  to  redeem  its  agrarian  bonds.  Whetten  found  that  few,  if  any, 
payments  have  been  made  to  Mexicans  for  their  land  which  was 
expropriated.  The  author  has  asked  many  Mexican  scholars  if  they 
knew  personally  of  instances  in  which  the  Government  has  paid  land- 
owners for  their  land.    The  answers  have  almost  all  been  negative. 

Whether  or  not  the  Government's  promises  to  pay  are  worthless, 
the  method  the  state  used  in  Mexico  to  expropriate  the  land  has  given 
collectivists  all  over  Latin  America  much  satisfaction.  They  are  seldom 
worried  about  how  they  will  handle  the  problem  of  "just  compensa- 
tion" for  properties  which  they  want  to  expropriate.  They  have  a 
formula:  Assessed  valuation,  payment  with  Government  bonds,  don't 
worry  about  honoring  the  bonds. 

The  land  the  Government  expropriated  was  not  distributed  to 
individuals  as  private  property  which  the  individual  could  manage, 
control,  and  dispose  of  as  he  saw  fit.  It  was  distributed  under  a  form 
of  tenancy  that  is  part  communal  and  part  private.  The  land  is 
granted  by  the  Government  to  agrarian  communities  called  ejidos, 
but  its  use  is  regulated  by  the  agrarian  laws  of  the  federal  Govern- 
ment. The  land  the  ejido  possesses  may  be  used  either  collectively  or 
individually.  The  principal  collectives  are  located  in  the  rich  La 
Laguna  region,  in  the  henequen  plantations  of  the  Yucatan  Peninsula, 
and  in  the  rice-producing  areas  of  Lombardia  and  Nueva  Italia  in  the 
state  of  Michoacan. 

Under  the  collective  system,  the  ejidatario  is  given  a  certificate 
of  agrarian  rights  which  guarantees  him  a  share  in  the  collective 
enterprise.  This  right  may  be  passed  on  to  an  heir.  There  are  only 
a  few  collective  ejidos,  however.  About  95  per  cent  of  the  ejidos 
provide  for  individual  holdings.  In  this  case,  the  individual  is  given 
a  plot  of  land  which  he  works  individually.  He  may  pass  the  plot 
to  his  heir,  but  he  cannot  sell,  lease,  or  mortgage  it.    The  average 
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size  of  these  plots  is  4.4  hectares.  The  ejidatarios  made  up  56.7  per 
cent  of  all  rural  landholders,  had  47.4  per  cent  of  all  crop  land,  56.2 
per  cent  of  all  irrigated  land,  18.3  per  cent  of  all  pasture  land,  and 
22  per  cent  of  all  the  land  that  appeared  in  the  census  of  1940.27 

The  federal  Government  supervises  and  controls  the  ejidos 
through  the  Ministry  of  Agriculture,  the  Agrarian  Department,  and 
the  National  Ejido  Bank.  Local  authority  is  vested  in  a  general 
assembly  which  meets  once  a  month  if  a  quorum  of  the  ejidatarios 
can  be  obtained.  Administration  is  carried  on  by  two  committees:  (1) 
The  comisariado  ejidal,  made  up  of  three  members  and  three 
alternates,  elected  for  three-year  terms  and  (2)  a  vigilance  committee, 
also  three  members,  three  alternates  and  three-year  terms.  The  second 
committee  is  supposed  to  scrutinize  and  check  the  first. 

The  ejido  system  has  become  sacred  to  the  leaders  of  the  Mexican 
Revolution.  It  is  a  symbol,  and  it  has  political  value.  Political  leaders 
and  even  scholars  are  loath  to  criticize  the  ejido.  When  Professor 
Antonio  Diaz  Soto  y  Gama  criticized  the  ejido  early  in  1954  and 
urged  that  it  be  changed  to  permit  Mexicans  to  own  and  manage 
property  privately,  without  Government  direction,  tutelage,  or  control, 
he  was  answered  with  an  avalanche  of  protests.  Although  Mexicans 
have  not  produced  many  analytical  or  critical  studies  of  the  ejido 
which  can  be  used  by  the  foreign  observer  as  a  basis  for  evaluation, 
some  things  are  obvious  and  are  worth  mentioning. 

Although  the  Government  has  broken  up  the  monopoly  in  land 
that  existed,  it  has  replaced  it  with  a  system  of  holdings  so  small 
that  they  are  uneconomic.  About  three-fourths  of  all  private  holdings 
in  1940  consisted  of  five  hectares  or  less,  and  the  individual  ejidos 
averaged  4.4  hectares  each.  The  ejido  has  not  provided  an  answer 
to  the  problem  of  efficient  production.  Mexicans  are  fond  of  talking 
abouf  "industrializing"  the  ejido,  but  the  fact  is  that  the  Government, 
with  all  its  plans  and  controls  and  expenditures  of  public  funds,  has 
not  even  been  able  to  introduce  widely  the  simplest  of  all  tech- 
nological changes — the  steel  plow,  horse  collar,  and  four-wheeled 
cart  or  wagon.  Almost  without  doubt,  for  example,  more  than  half 
of  the  plows  in  use  are  home-made  wooden  ones.  The  result  is  that 
ejidatarios  and  other  small  landowners  do  not  live  well.  It  would  be 
hard  to  prove  conclusively  that  they  have  standards  of  living  much 
higher  than  in  the  old  days  of  the  hacienda  system.  Their  lot  is  so 
miserable  that  they  are  glad  to  escape  to  the  United  States  and  work 
as  unskilled  labor  in  the  meanest  jobs  at  the  lowest  pay  and  in  the 


121 


face  of  possible  racial  discrimination.  Indeed,  their  desire  to  leave 
their  own  country  is  so  intense  that  both  the  Mexican  and  United 
States  governments  have  to  use  force  to  keep  them  from  crossing  the 
border  illegally.  The  urban  populations  also  suffer  from  the  low 
productivity  of  Mexican  agriculture.  Both  Mexican  and  United  States 
sources  suggest  that  Mexican  agricultural  production  per  acre  is  the 
lowest  in  the  world  in  some  fields  and  below  average  in  all  but  a  few. 
Corn  is  a  staple  in  the  Mexican  diet,  yet  production  per  acre  is  only 
about  one-fourth  that  of  the  United  States.  Wheat  is  less  than  two- 
thirds  that  of  the  United  States,  potatoes  less  than  one-half,  etc.2s 

On  the  other  hand,  there  is  no  doubt  that  the  ejido  has  given 
the  rural  masses  a  greater  sense  of  participation  in  public  affairs  than 
was  the  case  under  the  hacienda  system.  Even  though  the  federal 
Government  supervises  many  of  the  activities  of  the  ejidos  (including 
their  elections!),  there  is  opportunity  to  speak  in  the  general  assembly 
and  to  take  part  in  some  of  the  local  activities.  Some  contribution 
to  the  development  of  the  democratic  process  has  therefore  taken 
place.  These  advantages  could  be  enjoyed  even  more  fully,  however, 
if  the  individual  could  own  his  plots  of  land  outright. 

The  role  of  governmental  centralization  in  the  development  of 
organized  labor  merits  at  least  brief  attention. 

The  first  mutualist  society  in  Mexico  was  probably  formed  in 
the  Federal  District  in  1874.  By  1879,  there  was  a  central  organiza- 
tion of  mutualist  societies  called  the  Grand  Labor  Congress.  By  the 
beginning  of  the  twentieth  century,  a  group  of  about  100  intellectuals, 
many  of  them  exiled  Spanish  anarchists,  were  spreading  socialist 
propaganda  throughout  the  country.  The  brothers,  Ricardo  and 
Enrique  Flores  Magon,  were  the  principal  leaders  of  the  anarchist 
groups.  Their  newspaper,  Regeneration,  first  appeared  in  Mexico  City 
in  August.  1900.  There  was  also  a  group  of  radicals  in  Guadalajara 
who  published  a  newspaper  called  El  Ohrero  Socialista  (The  Socialist 
Worker). 

The  first  militant  union  was  probably  the  Grand  Circle  of  Free 
Workers,  which  organized  the  textile  industry  and  promoted  a  bloody 
strike  on  January  7,  1907.  It  was  an  anarchist  union,  influenced  by 
the  Flores  Magon  group.  It  sought  "war  without  quarter,"  "by  reason 
or  by  force."  The  Government  broke  the  strike  of  1907  and  destroyed 
the  union. 

When  the  Mexican  Revolution  succeeded  in  driving  the  dictator 
Porfirio  Diaz  and  his  administration  from  power  in  1910-11,  many 


122 


labor  leaders  emerged  to  organize  unions.  Some  of  such  unions  were 
mutualist,  but  most  of  them  were  anarchist,  syndicalist,  socialist,  or 
communist  in  their  philosophy.  In  July,  1912,  the  first  organization 
to  give  unity  and  direction  to  the  movement  was  formed.  It  was 
called  the  Casa  del  Obrero  Mundial — House  of  the  Workers  of  the 
World — and  it  soon  evidenced  these  tendencies:  (1)  To  lean  on 
the  Government  for  meeting  places,  money,  and  assistance  in  conflicts 
with  employers;  (2)  to  rely  on  legislation  as  a  means  of  protecting 
the  interests  of  organized  labor;  and  (3)  to  support  anarcho- 
syndicalist  methods  of  direct,  violent  action,  such  as  sabotage  and 
the  general  strike. 

The  Constitution  of  1917  recognized  the  right  to  organize  and 
bargain  collectively  and  extended  many  benefits  and  privileges  to 
labor.  Some  scholars  contend  that  there  was  nothing  in  Articles  27 
or  123  which  recognized  the  class  struggle  or  which  aimed  at  the 
establishment  of  a  socialist  state.  Not  all  Mexicans  who  were  living 
during  that  period  take  this  position,  however.  For  example,  General 
Jose  Maria  Sanchez,  in  a  book  on  labor  written  in  1923,  asserts  flatly 
and  emphatically  that  the  ideals  of  Marxist  socialists  like  himself 
were  written  into  the  Constitution  of  1917,  mainly  in  Article  27.  29 

The  first  central  organization  of  labor  unions,  called  the  Confe- 
deration Regional  Obrera  Mexicana  (CROM)  came  out  of  the  labor 
convention  of  May,  1918,  held  at  Saltillo  in  the  state  of  Coahuila. 
The  philosophy  of  CROM  was  formally  socialistic,  but  in  practice  it 
was  opportunistic  and  did  little  more  than  pay  lip-service  to  national- 
izing the  means  of  production.  The  Government  of  President 
Plutarco  Elias  Calles  supported  CROM.  President  Calles  appointed 
Luis  N.  Morones,  the  head  of  CROM,  to  be  Minister  of  Industry, 
Commerce,  and  Labor.  Morones  and  his  labor  lieutenants,  according 
to  every  account  the  author  has  seen,  proceeded  to  use  their  authority 
to  loot  both  the  Government  and  the  unions  which  came  under  their 
jurisdiction.  They  received  a  discount  from  the  pay  checks  of  all 
government  employees,  extorted  money  from  employers,  and  took 
funds  for  their  own  use  which  belonged  to  unions. 

The  CROM  was  organized  along  oligarchical  lines.  The  central 
committee  and  national  conventions  followed  very  closely  the  dictates 
of  some  20  men,  called  the  Grupo  Action,  who  met  in  secret.  Clark, 
the  major  authority  on  the  origin  and  early  history  of  the  Mexican 
labor  movement,  says  their  influence  was  virtually  "absolute." 
CROM  used  not  only  persuasion  but  violence  and  coercion  to  enroll 
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workers  into  its  unions.  The  leaders  of  CROM  used  their  control 
over  the  printers,  linotypers,  reporters,  and  other  newspaper  employees 
to  establish  a  censorship  so  complete  that  no  critical  accounts  of 
CROM  ever  appeared  in  print,  until  CROM  lost  favor  with  the 
Government  after  1928. 

Clark,  writing  in  1934,  concludes  unequivocally  that  democracy 
never  existed  within  the  Mexican  unions.  Instead,  every  union  and 
every  federation  of  unions  was  found  to  be  dominated  by  a  small 
number  of  men  who  had  "exaggerated  power  and  influence"  over 
the  members. 30 

Organized  labor  lacked  central  direction  from  about  1928  until 
the  formation  of  the  Confederation  de  Trahajadores  Mexicanos 
(CTM)  on  February  21,  1936.  Labor  influence  in  national  politics 
declined.  Two  men  served  to  change  this  and  in  the  process 
established  patterns  of  organization  and  procedure  in  the  labor 
movement  which  prevail  in  the  main  today. 

One  of  the  two  men  was  Vicente  Lombardo  Toledano,  born  in 
Teziutlan,  Puebla,  July  16,  1894,  the  son  of  Mexican  citizens  of 
Italian  origin.  As  the  scion  of  a  copper  mine  owner,  Lombardo 
Toledano  was  able  to  indulge  his  intellectual  whims.  He  early 
manifested  a  deep  interest  in  Russian  culture  which  led  to  intensive 
reading  of  Marx,  Engels,  Lenin,  and  other  Communist  theorists.  He 
became  a  university  professor  specializing  in  labor  law.  From  the 
university  he  entered  politics  and  succeeded  in  becoming  governor  of 
Puebla  and  then  congressman  and  senator.  Although  he  was  with 
CROM  almost  from  its  inception,  he  was  never  admitted  to  the  inner 
elite  Grupo-Accion — which  governed  CROM  oligarchically. 

Although  Lombardo  Toledano  probably  broke  with  Morones  on 
ideology  earlier,  it  was  not  until  March  10,  1933,  that  he  called  a 
meeting  in  Mexico  City  of  dissident  workers,  mainly  from  the  enter- 
tainment field — actors,  musicians,  motion  picture  operators — to  begin 
a  break  with  CROM.  At  the  meeting,  Lombardo  Toledano  called 
for  reform.  A  more  complete  break  with  CROM  was  made  on 
October  26,  1933,  when  Lombardo  Toledano  organized  a  large 
meeting  of  industrial  workers  and  farmers  into  the  Confederation 
General  de  Obreros  y  Campesinos  de  Mexico  (CGOCM).  This  group 
was  dominated  by  Marxist  labor  leaders.  As  General  Lazaro  Cardenas 
was  the  candidate  of  the  oligarchy  that  determined  policy  for  the 
Mexican  Revolution,  it  was  obvious  that  he  would  be  president  in 
1934.    Lombardo  Toledano's  Marxist  labor  leaders  cooperated  with 
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other  like-minded  groups  to  aid  Cardenas.  The  General  appreciated 
their  aid.  He  did  not  forget  it  when  he  became  President. 

Lombardo  Toledano  had  been  favorably  disposed  toward  the 
Communist  movement  for  many  years,  probably  since  about  1920. 
In  1935,  however,  he  made  a  trip  to  the  Soviet  Union  as  a  representa- 
tive of  CGOCM.  When  he  returned  in  November,  1935,  he  gave  a 
series  of  lectures  praising  the  Soviet  Union.  These  were  published  in 
1936  under  the  title,  "A  Trip  to  the  World  of  the  Future." 

There  is  no  doubt  that  President  Lazaro  Cardenas  gave  support 
to  Lombardo  Toledano  in  the  organization  of  the  CTM  in  1936. 
Indeed,  Mexican  scholars  assert  that  President  Cardenas  planned  the 
the  labor  confederation  along  with  the  organization  of  the  military, 
the  agrarian  groups,  government  bureaucracy,  and  the  official  party 
as  the  principal  power  structure  of  the  Revolution. 

The  ideology  of  Lombardo  Toledano  is  clear.  In  a  speech 
delivered  shortly  before  the  CTM  was  organized,  he  said:  "There  are 
actually  two  countries  within  each  nation  of  the  world;  the  country 
of  the  exploited  and  the  country  of  the  exploiters."  There  can  also  be 
no  doubt  as  to  the  ideological  direction  he  and  his  principal 
lieutenants  gave  the  CTM.  Lombardo  Toledano  said  on  one  occasion, 
"The  Mexican  proletariat  will  fight  fundamentally  for  the  total 
abolition  of  the  capitalistic  regime."  A  similar  statement  appears  in 
the  original  program  of  the  CTM.3,  The  major  historians  of  the 
Mexican  labor  movement — Alfonso  Lopez  Aparicio  and  Rosendo 
Salazar — make  crystal  clear  that  the  CTM  was  founded  on  Marxist- 
Leninist  principles. 32 

As  Porras  Lopez,  Mario  de  la  Cueva,  and  other  specialists  on 
labor  law  in  Mexico  point  out,  the  constitutional  provisions  and  the 
federal  labor  law  of  August  27,  1931  make  it  possible  for  the 
unions  to  force  companies  into  bankruptcy. 33  Many  companies 
suffered  such  fate  in  the  1930's  and  1940's.  The  Government  is 
the  key  factor  in  this  and  in  all  other  important  aspects  of  labor- 
management  relations  in  Mexico.  The  union  and  management 
generally  do  not  engage  in  the  process  of  collective  bargaining  as  it 
is  known  in  the  United  States.  The  union  leaders  present  their 
demands.  If  they  are  not  accepted,  they  call  a  strike.  It  is  the 
function  of  the  Government  to  intervene  at  this  point,  investigate 
the  issues,  and  decide  whether  the  strike  is  lawful  or  not  If  the 
Government  decides  that  it  is  a  lawful  strike,  the  employer  is  com- 
pelled to  pay  full  wages  to  all  employees  for  the  entire  period  of  the 
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strike  and  to  resume  production  under  the  conditions  specified  by 
the  federal  authorities. 34  Although  some  legal  rules  and  precedents 
have  developed  for  deciding  whether  a  strike  is  lawful  or  not,  it  is 
the  author's  impression  from  reading  the  works  of  de  la  Cueva,  Porras 
Lopez,  and  others,  that  ideological,  political,  and  personal  whims  of 
the  federal  officials  are  likely  to  be  more  important.  The  employer  is 
not  permitted  to  close  a  plant  unless  authorized  by  the  officials  of  the 
federal  labor  board.  Such  officials  have  been  known  to  compel  an 
employer  to  continue  operating  an  uneconomic  service  until  bank- 
rupt, at  which  point  the  enterprise  has  been  turned  over  to  the  union. 

Lombardo  Toledano  established  an  inter-American  labor  organ- 
ization in  1938  called  the  Confederation  de  Trabajadores  de  America 
(CTAL).  The  leadership  and  ideology  were  Marxist  and  Communist. 
From  the  first  meeting  of  the  Executive  Council  in  Mexico  City  in 
June,  1940,  the  CTAL  slavishly  followed  the  twists  and  turns  of  the 
Communist  party  line.  By  1944,  seven  out  of  the  12  men  on  the 
Executive  Committee  were  card-carrying  members  of  the  Communist 
Party  in  their  own  countries. 35 

With  the  beginning  of  the  Cold  War  around  1945,  Lombardo 
Toledano's  influence  began  to  decline.  He  lost  the  leadership  of  the 
CTM.  From  about  1947  on,  the  major  unions  began  to  pull  out  of 
the  CTAL.  In  May,  1949,  Lombardo  Toledano  formed  the  Union 
General  de  Obreros  y  Campesinos.  It  is  one  of  the  few  unions  still 
affiliated  with  the  CTAL. 

The  CTAL,  therefore,  is  practically  defunct.  The  CTM  remains, 
however,  as  far  and  away  the  most  influential  labor  organization  in 
Mexico.  It  claims  to  represent  about  2,000,000  workers  or  85  to  90 
per  cent  of  all  organized  labor  in  the  country.  On  March  7,  1955,  the 
CTM,  with  the  approval  of  President  Adolfo  Ruiz  Cortines,  led  in  the 
formation  of  the  Bloque  de  Unidad  Obrera  (BUO),  which  is 
supposed  to  represent  a  merger  something  like  that  of  the  AFL  and 
CIO  in  the  United  States.  The  BUO  was  dedicated  to  presenting  a 
united  labor  front  and  also  to  supporting  the  Mexican  Revolution 
and  the  incumbent  President. 

The  oligarchy  of  the  Mexican  Revolution  continues  to  aid,  assist, 
and  tutor  the  CTM.  It  is  fair  to  say  that  no  labor  leader  could  head 
the  CTM  who  was  persona  non  grata  to  the  leaders  of  Revolution. 
In  internal  organization  and  procedure,  the  CTM  is  oligarchical  and 
authoritarian.  On  Sunday,  April  8,  1956,  about  9,000  delegates  of  the 
CTM  met  in  the  National  Auditorium  in  Mexico  City  for  the  purpose, 
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among  other  things,  of  electing  officers.  Fidel  Velasquez,  was  reelected 
"unanimously"  to  serve  another  six-year  term  as  Secretary  General. 
In  addition,  Velasquez'  entire  slate  of  candidates  was  elected. 
Important  leaders,  such  as  Velasquez,  are  rewarded  frequently  with 
political   office.    Velasquez,   for  example,  has  been  a  senator.  «, 

The  most  scholarly  studies  of  the  Mexican  labor  movement, 
written  by  Lopez  Aparicio  and  Salazar  in  the  1950's,  show  that 
Mexican  unions,  like  most  of  those  in  the  United  States,  are 
oligarchies.  Salazar  asserts  again  and  again  that  the  local  unions 
are  dominated  by  the  labor  leaders  with  the  members  having  little 
or  nothing  to  say  about  personnel,  policy,  or  the  expenditure  of  their 
moneys.  Indeed,  the  power  of  such  labor  leaders  over  the  members 
has  become  so  great  and  so  irresponsible  that  Salazar  refers  to  them 
as  "voracious  exploiters"  of  the  workers.  Before  any  reform  in  the 
direction  of  democratizing  the  labor  movement  can  take  place,  cor- 
ruption among  labor  leaders  (corruption  lideristica)  must  be  corrected 
"without  looking  back."  If  this  can  be  accomplished,  Salazar  then 
recommends  that  the  members  of  the  unions  be  permitted  freely 
and  without  fear  to  attend  the  meetings  of  their  unions,  take  part  in 
the  election  of  their  leaders,  and  from  that  point  on  maintain  a 
continuous  scrutiny  of  their  activities  so  as  to  hold  them  responsible. 34 
Lopez  Aparicio  points  to  some  corrective  measures.  For  example,  a 
number  of  important  labor  leaders  have  been  sent  to  the  penitentiary 
for  stealing  union  funds.  This  is  not  enough,  in  his  opinion.  He  finds 
the  "lack  of  sincerity  and  honor"  among  labor  leaders  a  general 
characteristic.  The  leaders  have  made  the  labor  movement  "venal"  as 
a  result  of  their  self-serving  activities.  He  seems  to  believe  that  the 
centralized  power  of  the  monolithic  political  system  of  the  Mexican 
Revolution  is  responsible  for  the  lack  of  controls  over  labor  leaders. 
He  refers  to  the  labor  movement  as  a  "servile  instrument"  of  the 
administration. 37 

For  many  years  the  CTM  believed  it  could  achieve  its  ends  by 
getting  increases  in  money  wages.  They  won  the  wage  increases,  but 
they  also  got  increases  in  prices.  The  cost  of  living  went  up  four 
times  in  10  years  (1941-1951),  and  the  labor  leaders  began  to  wonder 
if  wages  could  win  the  race  if  the  contest  were  continued.  In  more 
recent  years,  the  CTM  has  believed  that  it  could  advance  its  interests 
best  by  supporting  increasing  governmental  intervention  in  and 
control  of  the  producing  and  distributing  system.  The  CTM  is 
attracted    to   such   policies   as   price   control,   control   of   production, 
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restriction  of  profits,  regulation  of  foreign  trade,  and  profit  sharing  for 
the  unions,  all  enforced  by  legislation.  A  majority  of  the  unions  have 
won  most  of  the  "gains"  they  have  sought,  but  the  "gains"  have  held 
back  production.  The  result  is  that  the  wages  and  benefits  cannot  and 
do  not  buy  many  goods  and  services.  The  unions  have  a  virtual 
monopoly  in  some  fields,  which  not  only  discourages  imaginative, 
efficient  production,  but  according  to  the  respected  scholar  Palavicini, 
makes  the  workers  "insolent,"  "arbitrary,"  and  "irresponsible."38 
Finally,  some  effort  should  be  made  to  evaluate  the  effect  of  the 
centralized  Mexican  federalism  on  state  planning  and  governmental 
operation  of  industries. 

The  early  decades  of  the  Mexican  Revolution  were  characterized 
by  official  advocacy  of  collectivism  and  violent  opposition  to  capi- 
talism. In  the  last  ten  years  a  noticeable  shift  from  this  position  has 
taken  place  among  the  leaders  of  the  Revolution.  They  no  longer 
advocate  socialism  so  frequently  or  so  fervently.  They  seldom  attack 
capitalism  in  general  or  foreign  investments  in  particular.  Indeed, 
during  this  period  of  time  they  have  often  invited  foreign  investment 
in  certain  sectors  of  the  Mexican  economy.  The  terminology  and  the 
emphasis  have  changed,  but  there  has  been  no  change  whatever  in 
the  idea  that  Government  should  manage  and  direct  the  national 
economy.  This  includes  the  right  to  control  and  participate  in 
industrial  development. 

Although  the  literature  of  the  Mexican  Revolution  is  choked  with 
references  to  "planning"  and  "plans,"  there  is  not  now  and  never  has 
been  a  single,  centralized  planning  authority.  There  has  never  been 
a  plan  in  the  definition  of  the  socialists  and  state  planners.  Instead, 
there  are  many  loosely  organized,  overlapping  and  duplicating  federal 
agencies  which  have  varying  degrees  of  authority  to  plan  and  admin- 
ister the  economy.  A  volume  published  by  the  Mexican  government 
in  1951  which  described  Mexican  government  corporations  was  777 
pages  long.39 

The  principal  planning  agencies  are:  (1)  The  National  banks, 
headed  by  the  Bank  of  Mexico  and  supervised  by  the  Ministry  of 
Finance.  The  banks  are:  Agricultural  credit — Banco  Nacional  de 
Credito  Ejidal;  co-operative  development — Banco  de  Fomento  Co- 
operative; mortgages  and  public  works — Banco  Nacional  Hipotecario 
y  de  Obras  Puhlicas;  foreign  commerce — Banco  de  Comercio  Exterior. 

(2)  Nacional  Financiera — a  lending  agency  something  like  the 
old  Reconstruction  Finance  Corporation  but  with  authority  to  enter 
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and  develop  fields  believed  to  be  in  the  public  interest.  It  was  created 
in  1934  and  reorganized  in  1941,  when  it  first  began  to  promote 
industrial  development.  Its  first  efforts  were  to  overcome  wartime 
shortages  in  such  things  as  iron  and  steel,  pulp,  caustic  soda  and 
rayon  yarn.  It  expanded  its  activities  in  1946.  Projects  in  iron  and 
steel,  textiles,  pulp  and  paper,  cement,  and  electric  and  chemical 
industries  were  completed  in  the  years  1946-1948.  In  1957  it  was 
still  active  in  steel  production,  chemicals,  food  packing,  textiles,  com- 
munications and  transportation. 

(3)  the  Commissions — Federal  Electricity  Commission,  Mining 
Development  Commission,  Papaloapan  and  Tepalcatepec  Commissions, 
National  Irrigation  Commission; 

(4)  the  various  ministries  or  departments  of  cabinet  rank; 

(5)  State  enterprises,  such  as  the  railroads  and  the  oil  mono- 
poly.^ 

The  methods  of  these  and  other  planning  agencies  can  be 
described  in  general  terms.  They  include  deficit  spending  (more  than 
800,000,000  pesos  in  the  period  of  1939-1945  but  reduced  spending 
beginning  in  1955),  credit  expansion,  monetary  manipulation,  indirect 
subsidies  to  favored  manufacturing  enterprises  through  tax  exemption, 
and  governmental  assistance  in  the  establishment  and  protection 
of  private  monopolies.  The  Government  has  controlled  foreign  trade 
through  import  quotas,  tariff  protection,  export  subsidies,  barter  deals, 
and  bilateral  agreements. 

The  Federal  Electricity  Commission  may  encourage  private  enter- 
prise or  it  may  establish  its  own  plants.  Socialists  and  planners 
always  find  electric  utilities  an  attractive  target.  After  the  invest- 
ments have  been  made,  the  plants  constructed,  and  the  services  put 
into  operation,  such  enterprises  are  relatively  easy  to  administer.  In 
1943  only  seven  per  cent  of  the  total  installed  capacity  of  all  public 
utilities  belonged  to  government  enterprises,  but  by  1950  government 
organizations  owned  28  per  cent  of  all  public  utility  generating 
capacity.  There  were  resources  available  for  expansion.  It  was  esti- 
mated in  1951  that  6,000,000-7,000,000  additional  kilowatts  of  power 
could  be  developed,  nearly  ten  times  the  capacity  of  all  Mexican 
hydroelectric  plants  at  that  time.4. 

The  principal  two  foreign  power  companies  are  American  and 
Foreign  Power,  Inc.,  with  an  investment  of  $80,000,000,  which  the 
Government  has  permitted  to  earn  only  21/2%>  and  the  Mexican 
Light  and   Power  Company,   Ltd.,   a  Canadian  registered  company 
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with  stock  held  mainly  by  Osofina  of  Belgium.  The  companies  have 
been  compelled  to  hold  their  reinvestments  to  a  minimum  because 
of  a  long,  bitter  dispute  with  the  Mexican  Government  over  rates. 
Although  the  Government  granted  at  21.2  per  cent  increase  in  rates 
for  Mexican  Light  and  Power  beginning  in  October,  1954,  it  is  the 
Government's  long-term  policy  to  develop  public  power  at  the  expense 
of  the  private  companies.  A  group  of  distinguished  Mexicans  in  an 
objective  study  published  in  1953  admitted  that  high  labor  costs  and 
low  fixed  rates  made  it  difficult  if  not  impossible  for  the  private  com- 
panies to  expand. 42 

The  Mining  Development  Commission  is  authorized  to  install 
metallurgical  plants,  lease  mining  equipment,  mine  government  prop- 
erty, and  give  technical  assistance  and  financial  aid  to  private 
Mexican  mines  of  its  choosing.  The  Government  has  seen  fit  in  the 
last  ten  years  to  so  restrict  and  control  private  mining  through  heavy 
labor  demands  and  production,  export,  stamp,  and  income  taxes  that 
one  writer  was  led  to  charge  that  "Mexico  is  strangling  its  mining 
industry. "43  Taxes  in  1953  were  20  per  cent  of  the  value  of  gold, 
30  per  cent  of  silver,  231/2  per  cent  of  copper  and  zinc,  and  more  than 
26  per  cent  of  lead.  The  taxes  were  imposed  on  the  price  at  the 
place  of  sale,  such  as  New  York,  which  compelled  the  mines  to  pay 
taxes  on  shipping  and  insurance  costs  as  well.  The  International 
Bank  reported  in  1953  that  the  Government's  policies  discouraged 
new  investments  in  mining.  The  Bank  estimated  that  taxes  take  50 
to  60  per  cent  of  profits  as  compared  to  30  to  40  per  cent  in  industry 
and    commerce. 

All  the  important  railroads,  as  Servando  Alzati  has  put  it,  have 
been  "Mexicanized."  They  are*  in  fact  all  owned  and  operated  by 
the  Government.  The  Government's  success  in  operating  the  rail- 
roads has  not  been  distinguished.  Indeed,  it  would  be  hard  to  find 
railroads  anywhere  in  the  world  so  costly,  inefficient,  and  poorly- 
managed.  The  Managing  Director  of  the  National  Railroad  admitted 
in  1947  that  the  roadbeds  were  eroded,  large  numbers  of  ties  were 
rotten,  and  bridges  were  in  poor  repair.  On  many  lines  rails  had  not 
been  replaced  for  40  years.  The  speed  of  freight  trains  declined  on 
the  National  Railroads  21  per  cent  from  1939  to  1950.  Because  their 
own  freight  cars  have  been  so  poorly  maintained,  the  National  Rail- 
roads have  adopted  the  costly  expedient  of  leasing  privately-owned 
and  foreign  cars.  In  June,  1950  such  cars  accounted  for  about  two- 
thirds    of    all    standard-gauge   cars   in    use.      There   has   been   some 
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improvement  along  the  Pacific  Coast  in  recent  years,  but  the  National 
Railroads  remain  severely  congested.  Late  in  1957  there  were  65,000 
tons  of  freight  tied  up  in  rail  yards  at  Monterrey  and  San  Luis 
Potosi.  There  were  7,500  United  States-owned  freight  cars  on  the 
Mexican  lines  at  one  time  in  one  month  in  1957.  It  is  hard  to  find 
out  what  the  railroads  are  costing  the  Government.  The  International 
Bank  reported  that  from  1946  to  1948  the  revenues  were  more  than 
200,000,000  pesos  below  the  costs  of  operation  and  maintenance.  In 
January,  1958  the  Export-Import  Bank  loaned  $28,600,000  to  the 
National  Railroads  to  buy  locomotives,  rolling  stock,  shop  equipment, 
and  communications  and  track  supplies.  This  credit  and  five  previous 
loans  brings  the  total  amount  borrowed  to  $141,800,000.  Since  the 
end  of  World  War  II  improvements  on  about  two-thirds  of  the  main 
line  tracks  have  been  made.  If  past  experience  is  a  guide,  however, 
it  remains  doubtful  whether  the  Government  can  operate  their  rail 
roads  with  even  minimum  efficiency  and  economy. 44 

Most  Mexicans,  certainly  the  leaders  of  the  Mexican  Revolution, 
would  rest  their  case  for  socialism  or  planning  on  the  State-owned 
and  operated  monopoly  in  oil.  President  Lazaro  Cardenas  expropri- 
ated the  United  States  and  British  oil  properties  on  March  18,  1938 
after  unsuccessful  negotiations  for  settlement  of  a  wage  dispute  which 
was  climaxed  by  a  general  strike  by  the  petroleum  workers'  union. 
This  was  the  most  popular  single  act  of  the  Mexican  Revolution 
before  or  since  1938.  Even  the  hierarchy  of  the  Catholic  Church 
seemed  to  support  the  expropriation.  March  18  is  celebrated  every 
year  as  one  of  the  three  "Revolutions"  in  Mexican  history.  The 
United  States  Government  represented  the  American  companies  in 
negotiations  with  the  Government  of  Mexico  for  payment  of  the 
properties.  President  Franklin  D.  Roosevelt  appointed  Morris  L. 
Cooke,  a  public  power  advocate  not  known  for  his  enthusiasm  for 
private  enterprise,  to  represent  the  interests  of  the  oil  companies. 
Mr.  Cooke  and  the  Mexicans  reached  an  agreement.  Mexico  recog- 
nized a  liability  of  $29,137,700  of  which  $23,995,991  represented  the 
value  of  the  properties  and  the  remainder  interest.  By  October,  1947 
Mexico  had  made  the  final  payment. 

The  oil  companies  had  sound  cause  for  believing  that  this  settle- 
ment was  grossly  unfair  to  them.  Senator  Antonio  J.  Bermudez, 
Director  General  of  Petroleos  Mexicanos  or  Pemex,  the  Government 
monopoly,  asked  the  Department  of  State  for  a  loan  of  $200,000,000 
in  1949.  After  some  four  months  of  indecisive  negotiations,  the  Mex- 
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ican  representatives  left  Washington  and  returned  home  without  the 
money.  Even  taking  into  account  the  decline  in  the  value  of  the 
dollar  from  1938  to  1949,  it  is  obvious  that  oil  properties  worth  less 
than  $24,000,000  in  1938  could  not  now  be  worth  so  much  that 
$200,000,000  was  needed  to  improve  them.45  Jose  Domingo  Lavin, 
writing  in  1950,  said  that  Pemex  needed  $470,000,000  over  a  five- 
year  period  to  modernize  and  improve  the  oil  properties. 4fe 

What  comparisons  can  be  made  between  private  and  Govern- 
ment management?  Studies  by  Jesus  Silva  Herzog  (1941),  Jose 
Domingo  Lavin  (1950),  the  International  Bank  (1953),  and  J. 
Richard  Powell  (1952  and  1956)  provide  some  tentative  generaliza- 
tions. Lavin  exemplifies  the  extreme  Leftist  position  in  Mexico.  He 
claims  that  the  United  States  oil  business  represents  "one  of  the 
greatest  failures  of  capitalism."  His  reasoning  apparently  is  based 
on  the  fact  that  the  private  companies  risked  large  quantities  of 
capital  in  the  search  for  new  fields  which  oftened  proved  dry.  "Private 
initiative  is  inefficient,"  he  says,  and  "The  United  States  and  England 
know  by  experience  that  exploitation  of  oil  by  the  State  is  more 
rational  and  more  efficient."  He  is  bitterly  opposed  to  Standard  Oil. 
Standard  Oil,  he  says,  will  never  be  satisfied  until  "the  occupation 
of  Mexico  and  the  disappearance  of  Mexico  as  an  independent  nation." 
He  refers  to  the  "coyotes  of  the  White  House"  when  he  deals  with 
the  loan  Mexico  requested  in  1949.  When  Lavin  discusses  Pemex 
specifically,  he  argues  that  the  Government  monopoly  has  operated  the 
oil  fields  better  than  did  the  private  companies.  The  only  figures  he 
cites,  however,  are  those  that  show  an  anticipated  shortage  of  petro- 
leum  by   Pemex   for   every   year   from    1949   through    1955.47 

Silva  Herzog  is  a  distinguished  thinker  and  supporter  of  the 
Mexican  Revolution.  In  the  beginning  of  his  book,  he  says,  "I  do 
not  belong  to  any  group  or  political  party.  I  am  free  and  indepen- 
dent, without  commitments  to  anything  or  anybody."  Three  sen- 
tences farther  on  he  says,  however:  "I  want  to  take  advantage  of 
this  preface  to  confirm  my  position  as  a  leftist  ..."  This  meant 
to  him,  he  said,  that  capitalism  was  a  decadent  system  which  harmed 
peoples.  Silva  Herzog  was  put  in  charge  of  the  distributing  system 
of  Pemex.  He  immediately  encountered  problems  with  the  petroleum 
union  which  wanted  more  men  employed  at  fewer  hours  for  more 
pay  and  with  more  benefits.  Pemex  permitted  salaries  to  go  up  110 
per  cent  from  1938  to  1940,  and  by  1939  administrative  costs  were 
increased  by  169.8  per  cent.    The  union  was  not  satisfied.    It  fought 
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Pemex  by  threats  of  strikes  and  by  slowdowns  almost  as  vigorously 
as  it  had  fought  the  private  companies.  Silva  Herzog  proposes  a  fan- 
tastic explanation  for  its  behavior.  He  says  that  he  has  a  "moral 
conviction"  that  provocateurs  hired  by  the  private  oil  companies  came 
into  the  area  and  encouraged  the  workers  to  strike  against  Pemex. 
The  only  evidence  he  cites  in  support  of  this  position  comes  from  the 
Mexican  Marxist  and  loyal  follower  of  the  Communist  party  line, 
Vicente  Lombardo  Toledano.  In  46  points  summarizing  the  experi- 
ence of  Pemex  from  1938  to  1940,  Silva  Herzog  shows  that  there 
were  more  workers,  more  salaries,  more  benefits,  but  less  production, 
fewer  sales,  and  fewer  exports.48 

The  International  Bank  reveals  that  in  1937  crude  oil  produc- 
tion amounted  to  47,000,000  barrels.  Peak  output  under  the  private 
companies  was  193,000,000  barrels  in  1921.  By  1950  Pemex  had 
increased  production  to  72,000,000  barrels,  but  in  the  meantime, 
domestic  consumption  had  increased.  There  was  practically  no 
refined  oil  to  export.  Almost  all  the  oil  Pemex  gets  comes  from  Poza 
Rica,  which  was  discovered  by  the  private  companies  in  1930.  The 
only  field  the  Mexicans  have  discovered  since  1938  is  the  Northeastern 
Field,  which  is  a  gasser.  Its  oil  production  has  been  less  than  one 
per  cent  of  the  country's  total  oil  production  since  1950.  The  Inter- 
national Bank  estimated  that  increases  in  production  from  1950-1955 
probably  would  not  exceed  two  per  cent  per  year.  Even  assuming 
that  production  would  expand  at  an  annual  rate  of  4.5  per  cent  and 
consumption  no  higher  than  10.1  per  cent,  it  was  predicted  that  a 
steady  decline  would  occur  in  the  production  surplus  available  for 
export  with  a  deficit  certain  some  time  in  the  future.49 

President  Adolfo  Ruiz  Cortines  said  in  his  State  of  the  Union 
message  in  1957  that  exports  for  the  previous  year  were  19,000,000 
barrels,  or  6,000,000  less  than  in  the  year  before.  He  also  said  that 
Pemex  had  imported  14,000,000  barrels  to  serve  border  areas.  This 
bore  out  the  earlier  predictions  of  the  International  Bank.  The 
imports  cost  616,000,000  pesos  or  58,000,000  pesos  more  than  in  the 
previous  year.  The  President  also  said  that  national  consumption  was 
up  17.2  per  cent  over  last  year,  which  makes  the  International  Bank's 
estimate  of  10.1  per  cent  conservative. 

Powell  presents  the  most  detailed  set  of  data  of  what  State  con- 
trol of  petroleum  in  Mexico  has  meant  with  respect  to  expenses  of 
operation.  The  number  of  employees  increased  from  about  16,000 
in  1937  to  almost  26,000  by  1946.  In  1946  the  total  bill  for  wages, 
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salaries,  and  allowances  amounted  to  219,000,000  pesos.  Of  this  total, 
wages  and  salaries  constituted  180,000,000  pesos  or  about  three  times 
the  1938  figure.  Of  the  180,000,000  pesos,  14,300,000  was  the  com- 
pany contribution  to  the  savings  fund,  which  was  more  than  three 
times  the  1938  figure.  Of  the  total,  14,200,000  pesos  was  for  housing 
allowances,  six  times  the  1938  figure;  2,800,000  pesos  was  for  indem- 
nities; 5,300,000  pesos  was  for  medical  services,  four  times  the  1938 
figure;  more  than  500,000  pesos  was  for  union  expenses;  and  1,500,000 
pesos  was  for  miscellaneous  benefits.  In  1947,  59  persons  received 
scholarship  payments  amounting  to  113,000  pesos  for  study  in  petro- 
leum and  chemical  engineering.  In  1948,  Pemex  supported  42  schools 
with  17,202  pupils  at  a  cost  of  2,800,000  pesos.  In  1946,  the  company 
had  200  general  practitioners,  surgeons,  and  specialists  to  provide 
medical  services  to  employees  and  their  families,  and  in  1948  it  sup- 
ported eight  hospitals.  A  study  of  wage  and  salary  payments  shows  that 
in  1945,  Pemex  paid  wages  and  salaries  for  9,100,000  days  of  which 
6,200,000  were  days  of  actual  work  and  2,900,000  days  were  for  vaca- 
tions, sick  leaves,  accidents,  etc.  It  is  Powell's  judgment  that  Pemex 
probably  will  not  be  able  to  produce  enough  crude  oil  and  refined 
products  to  keep  up  with  domestic  demand. 50 

It  is  difficult  and  probably  impossible  to  formulate  any  fair  or 
objective  evaluation  of  the  success  or  failure  of  Government  inter- 
vention in  the  industrial  development  of  Mexico.  Although  public 
investment  reached  45  per  cent  of  total  investments  by  1950,  Mexican 
scholars  have  declared  that  private  investments  have  been  mainly 
responsible  for  industrial  development  in  the  period  1939-1950.  Lopez 
Aparicio,  writing  in  1952,  says  the  cost  of  living  increased  four  times 
in  the  period  1 939-5 1.5|  In  his  opinion  wages  did  not  keep  pace  with 
price  increases.  Another  study  shows  that  real  wages  in  manufac- 
turing rose  about  three  per  cent  from  1939  to  1940  then  declined  to 
18  per  cent  below  the  1939  mark  in  1944.  The  Economic  Commission 
for  Latin  America  (United  Nations)  claims  that  real  wages  in  indus- 
try fell  27  per  cent  from  1939  to  1947,  recovered  to  five  per  cent  over 
the  1947  level  by  1949,  then  began  dropping  again  through  1950  and 
1951.52  Mexico  appears  to  be  enjoying  an  industrial  boom,  but 
population    is    probably    increasing    more    rapidly    than    production. 

Every  scholar  the  author  has  known  who  has  worked  in  Mexico 
in  recent  years  has  observed  that  many  high  level  bureaucrats  seemed 
to  live  better  than  their  salaries  would  permit.  There  has  certainly 
been  favoritism  in  the  operation  of  State  business.   For  example,  Jorge 
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Pasquel  was  given  a  50-year  monopoly  to  distribute  Pemex'  oil.  He 
increased  prices  at  once,  and  made  an  estimated  additional  profit 
of  $3,000  per  day.  The  newspapers  were  silent  when  the  monopoly 
was  established,  but  when  it  was  withdrawn  by  the  new  administra- 
tion in  March,  1953,  they  praised  the  action.  The  centralized,  almost 
unlimited,  power  which  the  Government  possesses  over  the  economy 
has  undoubtedly  encouraged  abuses.  Some  reports  charge  that  in 
the  administration  of  Miguel  Aleman  alone  possibly  as  much  as 
$500,000,000  to  $800,000,000  were  taken  by  high-level  officials  and 
deposited  in  United  States,  Canadian,  Swiss,  and  Cuban  banks. 53 
In  summation:  Mexican  federalism,  always  anemic,  is  moribund. 
Mexico  is  a  classic  case  study  of  the  superior  few  at  the  center  dictating 
the  affairs  of  the  many  at  the  periphery.  There  has  always  been  a 
great  gap  between  law  and  fact  (el  derecho  y  el  hecho)  in  Mexican 
government,  but  none,  perhaps,  is  greater  than  the  divergency 
between  the  theory  and  practice  of  federalism.  The  efforts  of  the 
federal  constitutions  of  1824  and  1857  were  frustrated  by  Mexico's 
paralyzing  inheritance  of  centralization.  Although  the  Mexican 
Revolution  was  dedicated  to  profound  change,  no  change  was  con- 
templated with  respect  to  federal-state  relations.  Quite  the  contrary. 
The  leaders  of  the  Revolution  sought  change  through  State  interven- 
tionism  and  planning.  This  led  to  a  governmental  system  more 
centralized  than  any  in  Mexico's  history.  The  glittering  capital  and 
center  of  political  power,  Mexico  City,  became  more  and  more  a 
magnet  that  pulled  talent  away  from  the  states  and  localities,  leaving 
them  with  debilitated  leadership  and  a  citizenry  largely  bereft  of 
initiative  and  self-reliance. 

The  record  of  the  central  government  in  providing  higher 
material  standards  of  living,  especially  for  the  lower-class  Indian 
and  mestizo  masses,  has  been  unimpressive.  In  the  face  of  unfulfilled 
promises,  however,  the  leaders  of  the  Revolution  have  tended  to  urge 
even  greater  centralization,  more  planning,  direction,  and  control  of 
Mexican  life.  On  the  other  hand,  there  is  increasing  evidence  that 
the  Revolution  has  become  bureaucratized,  heavy,  ponderous,  even 
smug.  As  a  reaction,  some  Mexican  leaders  are  suggesting  basic  re- 
examination of  the  form,  structure,  and  policies  of  the  Revolution.  If 
such  suggestions  ever  harden  into  demands,  Mexicans  will  rediscover 
the  age-old  truth  that  there  is  always  another  way,  not  infrequently 
a  better  way.  The  logical  alternative  to  excessive  centralization  is  to 
permit  individuals  to  decide  more  of  their  own  affairs  for  themselves 
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in  their  own  local  communities.  This  alternative  would  represent  the 
most  revolutionary  change  in  Mexican  government  ever  attempted  or 
even  contemplated.  The  juridical  and  structural  provisions  for  such 
change  already  exist  in  the  federal  provisions  of  Mexico's  Constitution 
of  1917. 

The  Centralized  Brazilian  Federal  System 

Brazil's  territorial  area  exceeded  that  of  the  United  States  prior 
to  the  admission  of  Alaska  as  the  forty-ninth  state.  This  vast  terri- 
tory includes  great  geographical  diversity,  and  it  has  long  been  organ- 
ized into  administrative  divisions. 

The  Portugese  Crown  first  adopted  the  plan  of  dividing  the  sea- 
coast  into  150  league  stretches  extending  inland  to  the  boundary 
limits.  These  lands  were  put  into  the  hands  of  men  called  donatdrios 
who  were  authorized  to  provide  colonists  and  to  govern  the  captain- 
cies. Although  the  system  was  partially  in  effect  by  1534,  only  one 
out  of  the  12  captaincies  was  permanently  settled.  The  method  was 
therefore  abandoned.  The  original  divisions  remained,  however,  and 
they  have  influenced  the  organization  of  the  federal  system  of  modern 
times. 

In  addition  to  geographical  and  administrative  diversity,  Brazil 
is  characterized  by  ethnic  and  cultural  heterogeneity.  The  areas  north 
of  Rio  de  Janeiro  have  a  large  percentage  of  Negro  peoples,  Minas 
Gerais  seems  to  be  more  or  less  thoroughly  mixed,  and  the  southern 
states  of  Sao  Paulo,  Parana,  Santa  Catharina,  and  Rio  Grande  do  Sul 
have  been  populated  by  many  European  immigrants.  Anyone  who 
reads  Brazilian  newspapers  or  magazines  cannot  fail  to  notice  a  con- 
stant caricaturing  of  real  or  imagined  cultural  differences  associated 
with  the  regional  divisions  of  the  country — the  sophisticated,  fun- 
loving  "Carioca"  of  Rio  de  Janeiro;  the  uncultured,  rough  "Gaucho"  of 
Rio  Grande  do  Sul;  the  progressive,  hardworking,  organization-minded 
"Paulista"  of  Sao  Paulo;  and  the  thin,  drought-suffering  "Cearense" 
of  Ceara.  The  literature  of  great  figures  like  Euclides  da  Cunha, 
Silvio  Romero,  Oliveira  Viana,  and  more  recently  Gilberto  Freyre, 
Fernando  de  Azevedo,  Donald  Pierson,  and  Charles  Wagley,  all 
emphasize  regional,  ethnic,  and  cultural  differences  in  Brazil. 54 

In  addition,  there  is  an  urban-rural  differentiation  or  even  con- 
flict which  suggests  decentralization  or  perhaps  federalism.  The  city 
dweller  may  refer  to  o  povo  do  mato — people  from  the  woods  or  forest 
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— in  a  way  that  is  less  harsh  in  overtones  of  superiority  than  the 
phrase  salvajes  de  la  selva — savages  from  the  jungle — which  one  hears 
in  some  of  the  Spanish-speaking  Latin  American  countries.  The 
meaning,  however,  is  plain.  The  city  dweller  is  inclined  to  view 
urban-rural  differences  in  his  own  favor.  Evidence  indicates  that 
rural  peoples  think  of  the  city  dweller  in  a  distorted,  sometimes 
hostile  manner. 

Localism  exists  in  fact  in  the  economic  institution  of  the  fazenda 
or  landed  estate.  The  fazenda  is  certainly  a  neighborhood  and  may 
even  be  large  enough  to  be  a  community.  Its  private  government  is 
almost  totally  dissociated  from  the  formal  structures  found  in  the 
constitutions  and  laws.  When  a  huge  estate  is  broken  up  into  smaller 
fazendas  and  divided  among  blood  relatives,  the  factor  of  kinship 
may  produce  localism  and  de  facto  government  for  an  entire  district. 

The  open-country,  thoroughly  rural  areas,  are  called  caipiras,  but 
they  are  part  of  the  municipio.  The  word  municipio  cannot  be  trans- 
lated as  municipality  in  the  United  States  sense.  The  municipio  in 
Brazil  embraces  a  much  larger  territorial  area,  and  is  more  nearly 
comparable  to  county  divisions.  Within  the  municipio,  of  course,  there 
is  almost  certain  to  be  a  leading  city,  town  or  village.  Such  urban 
communities,  which  are  trading,  educational,  and  religious  centers 
for  the  surrounding  areas,  are  prohibited  by  law  from  separating 
themselves  from  the  municipio  and  forming  an  independent  govern- 
mental unit.  Thus,  the  people  of  the  larger  area — urban  and  rural 
alike — tend  to  develop  a  consciousness  of  belonging  together  and  of 
having  common  interests  and  destinies.  Many  students  of  Brazilian 
affairs  have  argued  that  these  traditional  arrangements  have  con- 
tributed to  localism  and  sectionalism,  which  can  properly  be  regarded 
as  forces  for  decentralization  and  federalism. 

One  cannot  read  Brazilian  history  for  very  long  before  discover- 
ing that  there  were  periods  in  which  there  was  apparently  little  inter- 
ference by  the  central  government  in  the  affairs  of  the  local  units. 
}.  F.  de  Almeida  Prado  argues  that  the  period  1530-1636  was  one  of 
limited  governmental  interference  in  Bahia,  at  least,  and  was,  there- 
fore, a  "Golden  Age."55  Furthermore,  there  have  been  many  armed 
rebellions  which  have  been  organized  against  the  central  government. 

All  of  these  things  point  to  the  possibility  of  genuine  federalism 
in  Brazil.  The  evidence  nevertheless  demonstrates  that  the  central 
government  has  tended  almost  always  to  dominate  the  state  and  local 
governments.  And  the  state  and  local  governments  have  almost  always 
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been  governed  by  strong,  personal  leadership  or  centralized  oligarchies 
based  on  ties  of  family,  class,  and  economic  position. 

The  failure  of  the  donatdrios  to  satisfy  the  Portugese  monarch's 
conception  of  how  colonization  should  proceed  led  to  the  creation  of 
the  office  of  governor-general  at  Bahia  in  1548.  This  was  the  begin- 
ning of  centralized  administration  in  which  Rio  de  Janeiro  ultimately 
became  the  capital  of  the  colonial  government.  Napoleon's  armies 
drove  King  John  VI  to  Brazil,  where  he  governed  from  1808  to  1821, 
making  Brazil  a  kingdom  in  1815.  On  his  return  to  Portugal,  the 
King  appointed  his  eldest  son,  Dom  Pedro,  who  became  "Constitu- 
tional Emperor  and  Perpetual  Defender  of  Brazil."  Dom  Pedro 
abdicated  in  1831  in  favor  of  his  young  son,  and  until  Dom  Pedro 
II  was  declared  of  age  in  1840,  when  he  was  15  years  old,  the  country 
was  governed  by  a  regency. 

The  lack  of  local  autonomy  was  a  source  of  intense  dissatisfac- 
tion in  many  parts  of  Brazil.  Indeed,  the  desire  for  a  greater  degree 
of  participation  in  government  was  one  of  the  factors  that  led  to  the 
revolutionary  movement  of  1824,  which  began  in  Pernambuco  and 
spread  to  three  other  provinces.  These  groups  formed  the  "Confed- 
eration of  the  Equator,"  based  upon  the  Constitution  of  Colombia. 
The  organization  never  became  effective,  however.  Although  the 
revolution  was  suppressed,  the  idea  of  federalism  became  emotionally 
associated  with  independent,  republican  government  and  institutions. 

As  Brazil  was  governed  under  the  Constitution  of  1824  for  many 
years,  it  is  worthwhile  to  examine  briefly  the  structures  which  the 
instrument  created.  Although  political  scientists  might  describe  the 
constitution  as  liberal  in  some  ways,  it  unquestionably  created  a 
thoroughly  centralized  governmeht.  The  constitution  provided  for 
general  councils  of  21  members  each  in  the  populous  provinces  and 
13  each  in  the  others.  The  councils,  selected  by  a  process  of  indirect 
election — easily  controlled  by  the  monarch  or  his  representatives — 
had  the  authority  to  appoint  certain  local  officers.  Article  165,  how- 
ever, provided  that  the  Emperor  could  freely  appoint  and  remove  the 
presidents  of  the  provinces.  The  councils  were  to  meet  in  annual 
sessions  of  two  months,  but  they  were  denied  any  power  to  tax,  pass 
legislation  that  related  to  the  "general  interests"  of  the  nation,  or  to 
provide  in  any  way  for  the  execution  of  the  laws.  Furthermore,  the 
resolutions  of  the  councils  had  to  be  approved  by  the  general  assem- 
bly or  by  the  Emperor  if  the  general  assembly  was  not  in  session. 
Even  if  the  Emperor  approved  certain  resolutions  of  the  provincial 
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councils,  he  was  authorized  through  his  Moderative  Power  to  suspend 
such  resolutions  at  will.  The  provincial  councils,  therefore,  were 
ineffective.  They  could  not  legislate,  impose  taxes  and  spend  money, 
or  even  control  administration.  The  only  source  of  real  governmental 
power  in  the  province  was  the  president  of  the  province,  who  was 
appointed  by  the  Emperor.  There  were  elective  town  councils,  but 
neither  the  constitution  nor  the  laws  permitted  the  municipios  any 
important  degree  of  self-government.  The  significant  matters  had  to 
be  submitted  first  to  the  provincial  councils  and  then  to  the  central 
authorities. 

The  discontent  of  the  provinces  with  centralization  certainly 
was  one  of  the  reasons  that  forced  Dom  Pedro  I  to  abdicate  on 
April  7,  1831.  The  groups  which  were  mainly  responsible  for  the 
abdication  were  divided  as  to  what  they  wanted,  however.  The 
Moderados  supported  in  general  a  constitutional  monarchy,  whereas 
the  Exaltados  usually  argued  for  a  federal  republic.  In  addition,  there 
was  a  group  which  opposed  both  the  Moderados  and  Exaltados  and 
wanted  to  restore  the  old  regime. 

The  Chamber  of  Deputies  appointed  a  provisional  regency  of 
three  men  followed  later  in  the  year  by  a  permanent  triumvirate  to 
govern  as  a  regency.  The  Moderate  Liberals  controlled  the  regency, 
and  those  who  supported  a  federal  republic  expressed  their  disappoint- 
ment by  fomenting  serious  disorders  throughout  the  country.  Some 
historians  contend  that  Brazil  approached  disintegration  during  this 
period.  In  1834,  however,  the  triumvirate  was  replaced  by  a  single 
regent  —  Father  Diego  Antonio  Feijo  —  and  the  constitution  was 
amended  in  the  Acto  Addicional. 

The  Acto  Addicional  replaced  the  provincial  councils  with  legis- 
latures which  could  tax  and  legislate  in  the  fields  of  education,  police, 
public  works,  transportation  and  communication,  and  eminent  domain, 
among  others.  On  the  other  hand,  the  presidents  of  the  provinces 
were  still  appointed  centrally.  In  addition,  some  of  the  laws  of  the 
provincial  legislatures  still  required  the  approval  of  the  president, 
although  they  could  be  repassed  over  his  veto. 

When  Father  Feijo  was  succeeded  in  1836  by  Senator  Pedro  de 
Araujo  Lima,  progress  toward  decentralization  came  to  a  halt.  Araujo 
Lima's  government  denied  the  provinces  practically  all  power  to 
impose  and  collect  taxes.  He  rendered  them  dependent  upon  the  cen- 
tral government  for  their  financial  existence.  The  provincial  legisla- 
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tures  almost  immediately  degenerated  into  ridiculous  debating  soci- 
eties which  no  one  took  seriously. 

The  declaration  that  Dom  Pedro  II  was  of  age  in  1840,  although 
he  was  only  15,  did  not  stop  the  centralist  trend.  Regional  and  local 
violence  against  central  authority  occurred  again  and  again,  however. 
By  the  1860's,  not  only  books  but  the  other  media  of  communication 
made  many  references  to  federalism  and  local  self-government.  When 
the  Republican  Party  was  formed,  its  statement  of  principles  of 
December  3,  1870  contained  pledges  of  democratic  republicanism, 
federalism,  and  non-violence.  There  were  those  in  the  Party  who 
favored  dictatorial  republicanism,  centralization,  and  revolution,  but 
they  were  unable  to  achieve  control.  Boehrer  points  out  that  the 
leaders  of  the  Republican  Party  referred  to  federalism  as  "sanctioned 
by  nature."56 

When  it  was  finally  possible  to  overthrow  the  empire  and  estab- 
lish the  republic  (November  15,  1889),  it  is  not  surprising  that  the 
first  proclamation  should  call  for  federal  organization.  Indeed, 
Marshall  Deodoro  da  Fonseca,  head  of  the  revolutionary  government, 
decreed  such  a  large  degree  of  autonomy  to  the  states  that  they  were 
theoretically  able  to  organize  their  own  armies,  post  office  systems, 
and  customs  arrangements.  Five  days  later,  however  (November  20, 
1889),  Marshall  da  Fonseca  had  a  change  of  heart.  He  prohibited  the 
states  from  electing  their  own  officials  and  provided  that  they  should 
be  administered  by  centrally-appointed  governors  until  the  state  con- 
stitutions were  drafted  and  promulgated.  The  governors  enjoyed  all 
legislative  and  administrative  powers  during  the  entire  period  of  the 
provisional  government,  that  is,  until  February  25,   1891. 

The  provisional  government  finally  permitted  the  states  to  call 
for  constituent  assemblies  on  October  4,  1890.  By  this  time,  of  course, 
the  federal  constitution  had  already  been  drafted,  and  the  document 
included  various  provisions  relating  to  state  and  local  government. 
The  governors  were  ordered  to  call  for  elections  of  legislative  assem- 
blies in  the  states,  which  would  meet  in  April,  1891  as  constituent 
assemblies.  In  the  meantime,  however,  the  governors  were  empowered 
to  promulgate  constitutions,  which  would  go  into  effect  immediately 
but  which  would  be  approved  or  rejected  later.  Many  state  con- 
stitutions were  thus  promulgated  in  1891.  The  revolution  of  Novem- 
ber 23,  1891,  which  forced  Marshall  da  Fonseca  from  the  presidency, 
was  followed  by  the  annulment  of  most  of  the  state  constitutions. 

The  adoption  of  the  United  States  model  of  division  of  powers 
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was  artificial  to  some  degree  in  all  the  Latin  American  countries 
which  established  federal  systems,  with  the  possible  exception  of 
Argentina.  The  division  between  federal  delegated  or  enumerated 
powers  and  state  reserved  or  residual  powers  was  particularly  arti- 
ficial in  the  case  of  the  Brazilian  Constitution  of  1891.  By  the  time 
the  constitution  was  adopted,  Brazil  was  as  unitary  a  state  as  almost 
any  that  could  be  cited  in  the  world  at  that  time.  The  beginnings 
of  state  autonomy  and  local  self-government  had  largely  been 
extirpated. 

The  influence  of  the  United  States  was  strong  in  the  sections  of 
the  constitution  dealing  with  federalism.  There  were  some  differences, 
however.  The  federal  government  was  given  the  exclusive  power  to 
regulate  foreign  and  interstate  commerce  and  navigation,  to  establish 
or  change  the  boundaries  of  the  states,  and  to  draft  uniform  law  for 
the  entire  republic  in  the  civil,  commercial,  and  criminal  fields.  On 
the  other  hand,  the  states  were  given  the  exclusive  power  to  tax 
exports,  real  property,  transfers  of  property  rights,  and  industries  and 
professions.  The  states  and  local  governments  were  permitted  to  estab- 
lish and  control  their  political  branches,  subject  to  federal  interven- 
tion, and  they  were  empowered  to  create  their  own  judicial  systems. 

Division  of  powers  functioned  instantly  in  such  a  way  as  to 
preserve  most  of  the  characteristics  of  traditional  centralization. 
Article  6  permitted  the  federal  government  to  intervene  in  the  states 
in  order  to  repel  foreign  invasion  or  invasion  of  one  state  by  another, 
to  maintain  the  republican  form  of  government,  reestablish  order  in 
the  states  on  the  request  of  the  political  authorities,  and  to  insure 
execution  of  federal  laws  and  court  decisions. 

The  federal  government  intervened  on  November  3,  1891,  and 
like  the  central  governments  of  Argentina,  Venezuela,  and  Mexico,  it 
continued  to  intervene  throughout  the  entire  life  of  the  Constitution 
of  1891.  Efforts  were  made  from  time  to  time  to  curtail  or  control 
the  power  of  intervention,  but  they  were  never  strong  enough  to 
effect  serious  changes.  For  example,  an  amendment  to  the  constitution 
was  adopted  in  1926  which  prohibited  federal  intervention  in  matters 
which  were  "peculiar"  to  the  states.  The  federal  government  con- 
tinued, however,  to  have  power  to  intervene  to  repel  invasion, 
guarantee  the  integrity  of  the  nation  and  respect  for  the  country's  laws 
and  constitutional  principles,  such  as  the  republican  form  of  govern- 
ment, municipal  autonomy,  the  right  to  vote,  and  non-reelection  of 
political  officials  as  prescribed  by  law. 


141 


The  facts  of  political  life  and  development  have  to  be  given  their 
proper  importance.  The  Republican  Party,  which  led  the  successful 
movement  for  independence,  governed  continuously.  Beyond  personal 
differences  among  leaders  who  aspired  to  power,  it  was  difficult  to 
associate  the  Party  with  principles  or  even  with  a  clearly-defined 
program.  Other  parties  came  into  existence,  but  they  were  local, 
state,  or  regional,  highly  personalistic  and  largely  lacking  in  per- 
manency, ideology,  or  program.  Surely  it  would  be  accurate  to  say 
that  a  two-party  or  even  a  responsible  multi-party  system  failed  to 
develop  under  the  Constitution  of  1891.  A  very  large  percentage  of 
the  people  were  excluded  from  voting,  mainly  because  of  literacy 
requirements  but  also  because  of  traditional,  customary  views  on 
voting,  and  control  of  the  election  machinery  by  rural  caudilhos  and 
city  bosses.  Perhaps  as  many  as  75  per  cent  of  the  adult  population 
could  not  and  did  not  in  fact  vote.  Government  at  all  levels  was 
centralized  and  controlled  by  caudilho,  family,  clan,  and  elite  groups. 
It  was  personal  dictatorship  or  government  by  oligarchy.  In  many 
instances  government  was  corrupt  and  inefficient  as  well  as  irrespon- 
sible. There  is  evidence  that  elective  office  at  all  levels  was  not 
infrequently  passed  on  from  father  to  son  or  actually  sold  in  the 
open  market  by  the  incumbent. 57 

The  violence  that  began  October  3,  1930  in  Rio  Grande  do  Sul, 
Minas  Gerais,  and  Parahyba,  resulted  in  exiling  the  president  to 
Europe  on  November  20,  1930  and  in  establishing  a  provisional  gov- 
ernment. This  was  followed  by  the  dictatorship  of  Getulio  Vargas, 
which  led  to  important  changes  in  the  nature  of  Brazilian  structure. 

The  first  act  of  the  new  government  was  to  dissolve  Congress 
and  all  other  legislative  assemblies  in  the  country,  suspend  constitu- 
tional guarantees,  appoint  interventors  to  govern  the  states  and 
prefeitos  or  prefects,  appointed  by  the  interventors,  to  govern  the 
municipios.  There  was  some  opposition  to  the  changes.  In  June, 
1932,  an  insurgent  group  of  some  55,000  troops  from  Sao  Paulo 
clashed  with  federal  troops.  It  is  estimated  that  there  were  some 
16,000  casualties  as  a  result  of  the  action.  The  revolt  was  suppressed 
by  September  29,  1932,  but  Getulio  signed  peace  terms  with  Sao 
Paulo  under  which  the  rebel  leaders  were  permitted  to  enjoy  political 
exile  in  Europe.  In  addition,  the  president  promised  greater  autonomy 
to  Sao  Paulo  and  also  committed  the  central  government  to  a  program 
of  coffee  subsidization. 58 

Elections  for  a  constituent  assembly  were  held  on  May  3,  1933. 
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The  secret  ballot  was  used  for  the  first  time  in  Brazil's  history.  This 
group  was  responsible  for  a  constitution,  which  was  signed  on  July 
15,  1934  and  adopted  on  the  day  following.  Vargas  had  isolated 
himself  from  the  Assembly  and  apparently  did  not  personally 
influence  the  drafting  of  any  part  of  the  constitution.  When  he  saw 
the  document,  however,  he  made  clear  that  it  was  not  entirely 
satisfactory   to  him.    He  wanted   an  even  more  centralized  system. 

There  were  several  innovations  in  the  document  which  affected 
federal-state  relations,  mainly  to  the  detriment  of  state  and  local 
autonomy.  State  flags  and  hymns  were  abolished.  The  judiciary  was 
given  great  control  over  elections.  There  was  to  be  a  Regional  Court 
of  Electoral  Justice  in  each  state  and  a  Higher  Court  of  Electoral 
Justice  to  act  as  an  appeal  court  with  power  of  final  decision.  This 
innovation  had  the  effect  of  concentrating  control  over  elections  in 
the  central  government.  The  president  was  empowered  to  appoint 
one-third  of  the  members  of  all  electoral  courts  from  among  men 
who  were  already  judges;  one-third  were  to  be  chosen  by  lot  from 
among  the  justices  of  the  Supreme  Court;  and  one- third  by  lot  from 
among  the  justices  of  the  appellate  court  of  the  Federal  District. 
Control  of  labor  was  centralized  in  the  Ministry  of  Labor.  The 
constitution  provided  for  progressive  nationalization  of  deposit  banks, 
mines,  mineral  deposits,  water  power,  etc.  Voting  procedures  were 
indirect.  The  voters  were  permitted  to  select  constituent  assemblies 
which  would  select  the  state  governors  and  representatives  of  the 
states  in  the  federal  Senate,  etc. 

On  the  morning  of  November  10,  1937,  President  Vargas  caused 
his  police  to  surround  the  Senate  and  Chamber  of  Deputies.  He 
dissolved  the  legislature,  proclaimed  himself  president,  abolished  the 
Constitution  of  1934,  and  published  the  constitution  of  the  Estado 
Novo  (New  State).  The  main  feature  of  the  Constitution  of  1937 
was  its  emphasis  on  powerful,  centralized  executive  power.  Article 
186  proclaimed  a  national  emergency,  and  Article  187  declared:  "This 
constitution  enters  into  force  on  the  date  of  its  promulgation  and 
will  be  submitted  to  a  national  plebiscite  whose  form  will  be  regulated 
by  presidential  decree."  The  great  executive  never  saw  fit  to  pro- 
mulgate the  constitution.  No  voter  was  ever  permitted  to  vote  for 
or  against  it  either. 

President  Vargas  proceeded  to  govern  without  benefit  of  either 
national  or  local  legislative  assemblies.  He  appointed  interventors  to 
govern   the   states,   checked   in   each   instance  by  an  Administrative 
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Department  of  4-10  members,  whose  president  he  appointed  person- 
ally but  which  reported  to  the  Ministry  of  Justice.  The  municipios 
were  governed  by  prefeitos  appointed  by  the  inter ventors.  Although 
the  Constitution  of  1937  retained  the  states  and  the  dictatorship 
never  abolished  their  territorial  divisions,  they  were  denied  taxing 
powers  and  thus  lacked  an  effective  foundation  for  an  independent 
existence.  Education  was  transferred  from  the  states  to  the  central 
government,  opposition  newspapers  were  seized,  censorship  imposed 
on  the  media  of  communication,  and  repressive  measures  became 
more  and  more  stringent  during  World  War  II. 59  The  democratic 
caesar  was  finally  ousted  by  force  in  1945. 

The  new  constitution,  which  the  National  Assembly  accepted 
on  September  18,  1946,  maintains  the  federal  system  with  20  states, 
a  Federal  District,  and  four  territories.  The  1946  constitution  restores 
to  the  states  their  flags,  hymns,  and  other  symbols.  The  states  can 
unite,  divide,  or  dismember  themselves  to  form  new  states.  They  have 
a  share  of  the  taxing  power.  Article  18  guarantees  reserved  powers 
to  the  states.  Anyone  who  examines  the  enumerated  or  delegated 
powers  of  the  federal  government,  however,  is  likely  to  conclude 
that  there  is  very  little  left  to  reserve.  The  traditional  power  of  the 
federal  government  to  intervene  in  the  states  is  maintained  in  Articles 
7-14,  but  the  power  is  worded  negatively.  The  central  government 
cannot  intervene  unless  there  is  foreign  invasion  or  civil  war  or  unless 
it  is  necessary  to  prevent  reelection  of  governors  or  mayors  to  consec- 
utive terms  or  unless  federal  power  is  needed  to  enforce  court 
decisions.  Whether  the  power  is  worded  negatively  or  not,  the  federal 
government  has  seen  fit  to  intervene  in  the  states  with  armed  force 
in  recent  years. 

Neither  the  states  nor  the  people  have  anything  to  do  directly 
with  amending  the  constitution.  Article  217  permits  the  national 
legislature  to  propose  and  ratify  amendments. 

Nevertheless,  it  was  the  intention  of  the  framers  to  strengthen 
the  powers  of  the  states  with  relationship  to  the  federal  government. 
The  most  populous  states  were  deliberately  under-represented  in  the 
National  Chamber  of  Deputies  in  an  effort  to  increase  the  importance 
of  the  less-developed  states.  Although  the  federal  government  is 
clearly  favored  in  the  collection  of  taxes  and  other  revenue,  Article 
15  provides  that  the  central  government  must  share  the  proceeds 
of  certain  designated  taxes  with  the  state  and  local  governments. 
These  provisions,  although  undoubtedly  superior  to  the  relationships 
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that  existed  from  1930-1945,  still  greatly  encourage  centralization. 60 
Ocelio  de  Medeiros,  who  has  compared  the  status  of  the 
municipio  under  the  constitutions  of  1891,  1934,  1937,  and  1946, 
creates  the  impression  that  the  present  period  is  one  which  might 
permit  a  resurgence  of  local  autonomy.  If  the  comparison  is  made 
with  the  1930's,  using  Carvalho's  research  on  the  municipios  for  this 
period,  such  a  inference  is  unquestionably  justified.  The  1947  basic 
law  on  municipalities  strengthens  this  position,  as  Arruda  Viana's 
work  makes  clear.  On  the  other  hand,  Rafael  Xavier,  writing  in 
1946,  pointed  out  that  the  municipios  were  receiving  only  about  8 
per  cent  of  public  revenues,  and  most  of  these  funds  were  collected 
and  spent  by  the  capitals  of  the  states.  Xavier  argues,  quite  rightly, 
that  local  governments  must  have  an  adequate  tax  base  in  order  to 
achieve  any  important  degree  of  autonomy  and  self-government^ 
All  the  Brazilian  scholars  and  men  in  public  life  the  author 
talked  to  in  Sao  Paulo  and  in  Rio  de  Janeiro  in  1955  spoke  in  terms 
of  centralized  planning  for  local,  state,  and  regional  development. 
A  dynamic,  progressive,  hard-working  state  like  Sao  Paulo,  nourished 
by  a  steady  flow  of  ambitious  European  immigrants,  can  be  expected 
to  challenge  the  federal  government  and  win  from  time  to  time. 
Most  of  the  other  states  and  local  governments  cannot  and  must, 
therefore,  submit  to  centralized  tutelage  and  control. 

The  Achievements  of  Centralization  in  Brazilian  Federalism 

What  have  been  the  effects  of  centralization  in  Brazil  in  agri- 
culture, labor,  and  industry? 

Although  European  immigrants  are  changing  the  patterns  and 
values  of  Portuguese-Brazilian  culture,  especially  in  the  dynamic 
south,  latifundismo  is  still  a  dominant  characteristic  of  land  tenure  in 
Brazil.  The  1940  figures  showed  that  27,800  holdings,  each  with 
more  than  1,000  hectares  (1.5  per  cent  of  the  total  number  of  units), 
made  up  48.4  per  cent  of  the  entire  farm  area.  How  familiar  to  the 
student  of  latifundismo  to  see  the  huge  mansion  of  the  fazendeiro 
and  the  clusters  of  cadabres  (huts)  around  it!  This  is  typical  of 
large  areas  of  Mato  Grosso,  Goiaz,  Bahia,  and,  of  course,  all  the  states 
north,  the  center  of  the  old  landed  aristocracy  of  the  sugar  cane 
plantations. 

Mor adores  (squatters)  by  unwritten  law  pay  their  rent  to  the 
fazendeiro  in  the  form  of  labor.  Patriarchal  relationships  frequently 
develop  between  the  white  patrao  and  the  colored  camarada.    Some- 
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times  the  mor adores  become  agregados  or  retainers  on  the  fazenda, 
subservient  and  submissive  to  the  fazendeiro  and  his  family.  Share- 
cropping  is  most  common  in  the  cotton-producing  sections  of  Sao 
Paulo  and  in  the  north-eastern  states.  It  has  long  been  a  feature 
of   sugar   cane   production   in   Pernambuco   and   neighboring  states. 

It  might  be  expected  that  cattle  production  in  the  interior  regions 
might  provide  greater  opportunities  for  individual  advancement  and 
freer  and  more  equal  relationships  among  men.  To  some  extent  this 
is  true.  The  relationship  between  fazendeiro  and  vaqueiro  in  the 
Sertao  involves  little  day-to-day  personal  contact  and  almost  no 
supervisory  activity.  The  vaqueiros  brand  and  care  for  the  absentee- 
owner's  cattle  and  take  one  in  four  of  the  new-born  calves  for  them- 
selves as  their  payment  for  services  rendered.  They  are,  however, 
described  as  "submissive  serfs. "62 

Minifundismo  is  an  obvious  characteristic  of  land  tenure  in 
Brazil.  The  traveler  flying  near  the  coast  of  Brazil  can  sometimes 
see  the  entire  horizon  dotted  with  smoke  rising  from  the  cutting 
and  burning  of  the  roca  system.  Waibel  points  out  that  even  German 
colonists  are  forced  into  the  burning  and  cutting,  shifting  agricultural 
pattern  of  roca  on  farm  units  too  small  to  provide  more  than 
subsistence.63  The  figures  for  1940  showed  that  there  were  414,500 
units,  21.8  per  cent  of  the  total  number,  which  were  under  five 
hectares  in  size.64 

No  Brazilian  government  has  ever  devised  policies  to  cope  with 
the  problems  of  latifundismo  and  minifundismo.  Nevertheless,  there 
has  been  a  long  history  of  governmental  intervention  in  agriculture. 
The  most  famous  and  most  important  case  study  of  such  intervention 
is  in  coffee.  ■ 

The  state  of  Sao  Paulo  intervened  in  1905  to  prevent  coffee 
prices  from  declining.  The  government  ordered  producers  to  cut  down 
on  new  plantings  in  return  for  which  the  state  purchased  large 
quantities  of  coffee  which  it  stored.  Sao  Paulo  followed  a  similar 
policy  for  the  1917-1918  and  1920-1921  crops.  In  1922,  the  Federal 
Government  entered  the  field.  It  established  a  bank  for  the  purpose 
of  lending  money  to  coffee  planters  in  years  of  surplus  production. 
The  planters  could  then  withhold  the  surplus  from  the  market  and 
maintain  prices.  The  Coffee  Institute  had  authority  to  fix  prices, 
and  it  proceeded  to  fix  them  at  a  level  which  protected  the  older,  less 
efficient  plantations.  In  1924,  Sao  Paulo  followed  the  lead  of  the 
Federal    Government    and    established    an    Institute    for    Permanent 
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Defense  of  Coffee.  These  schemes  seemed  to  work  as  long  as  coffee 
crops  were  small.  There  were  bumper  crops  in  1927,  1929,  1931,  and 
1933,  however.  After  the  1929  crop,  the  Permanent  Coffee  Defense 
plan  proved  to  be  neither  "permanent"  nor  "defense."  It  went 
bankrupt.  Until  1929,  however,  controls  were  given  credit  for 
prosperity  in  coffee.  Coffee  producers  who  were  prosperous  went  all 
out  to  achieve  greater  prosperity  by  planting  as  many  new  trees  as 
they  could.  This  had  the  effect  of  creating  the  foundations  for  a 
permanent  program  of  surpluses. 

In  1931,  the  Federal  Government  put  a  new  stabilization  pro- 
gram into  effect.  Government  planners  now  decided  that  the  way 
to  solve  the  problem  was  to  destroy  crops.  Beginning  in  1932,  they 
proceeded  to  destroy  huge  quantities  of  coffee.  Their  record  of 
destroying  coffee  was  far  more  impressive  than  was  that  of  the  New 
Dealers  in  the  United  States  who  did  what  they  could  to  destroy 
various  agricultural  products.  The  coffee  producers  cultivated  their 
crops  and  harvested  and  processed  them  as  usual.  Then  the  Govern- 
ment purchased  a  part  of  each  planter's  crop  and  burned  it.  They 
managed  to  destroy  almost  100,000,000  bags  of  coffee.  They  did  not 
solve  the  basic  problem  of  overproduction,  however,  which  was  arti- 
ficially induced  in  the  first  place  by  government  intervention.  Under 
the  Inter- American  Coffee  Agreement  of  1940,  the  exporting  countries 
divided  up  the  market  on  a  quota  basis.  The  United  States  agreed 
to  limit  imports  from  countries  which  were  not  a  part  of  the  agree- 
ment. The  Brazilian  government  has  continued  even  more  vigorously 
since  1940  to  fix  and  regulate  prices  of  coffee. 65  Strong  demand  and 
high  prices  favored  coffee  producers,  especially  right  after  World 
War  II,  but  by  the  middle  1950's,  the  problem  was  back. 

All  available  evidence  points  to  the  probability  of  a  great  excess 
of  coffee  for  1958-1959  and  in  the  years  to  come.  The  Brazilian 
authorities  continue  to  urge  controls  and  more  controls.  This  was 
true  at  the  Inter- American  economic  conferences  of  1954  and  1956 
and  later.  Competition  from  African  coffee  created  an  almost  hys- 
terical demand  for  international  controls  to  stabilize  the  market.  It 
would  appear  from  Brazilian  official  sources  that  the  Government 
would  be  required  to  buy  up  a  minimum  of  4,000,000  bags  in  1958 
and  another  8,000,000  bags  in  1959.  This  probably  would  have  the 
effect  of  providing  an  even  larger  market  for  African  coffee.  Brazil 
led  the  way  at  a  conference  of  Western  Hemisphere  coffee  producers 
late  in   1957  in  Mexico  City  in  the  drafting  of  a  new  international 
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agreement.  Under  this  agreement,  Brazil  would  accept  a  reduction 
of  its  proportion  of  the  world  market  to  a  maximum  of  39  per  cent. 
This  would  compare  to  Brazil's  share  of  44  per  cent  of  the  market 
in  1951-1956  and  52  per  cent  in  1945-1949.  The  agreement  on  the 
face  seems  to  favor  the  Central  American  and  Colombian  producers 
at  the  expense  of  Brazil.  As  the  basic  problem  of  overproduction  is 
not  dealt  with,  however,  it  appears  certain  that  the  plan  will  fail. 
If  this  happens,  almost  without  doubt  Brazil  will  approach  the  United 
States  again  for  substantial  financial  aid  to  pay  for  the  enormous 
losses  incurred  in  the  plan. 

Coffee  is  cited  in  some  detail  as  a  case  study  of  governmental 
intervention  in  Brazil,  because  this  commodity  ordinarily  provides 
about  $1,000,000,000  in  exports  in  a  $13,000,000,000  economy.  For 
many  years,  however,  the  Federal  Government  of  Brazil  has  had 
"institutes"  which  have  regulated  mate,  sugar,  cacao  and  tobacco, 
and  since  1940  new  agencies  have  been  created  to  control  and 
guarantee  prices  to  producers  in  salt,  pine  lumber,  fruit,  fish,  manioc, 
and  other  agricultural  industries. 

Let  us  now  examine  what  centralized  governmental  power  has 
meant  in  the  field  of  organized  labor. 

The  principal  characteristics  of  the  labor  movements  of  Argentina 
and  Mexico  are  found  repeated  in  Brazil:  (1)  Anarcho-syndicalist, 
socialist,  and  communist  ideology;  (2)  oligarchic  rather  than  demo- 
cratic internal  organization;  (3)  emphasis  on  money  increases  and 
welfare  benefits  and  de-emphasis  on  production;  and  (4)  close  ties 
with  political  parties  and  government.  The  main  difference  between 
the  labor  movement  in  Brazil  and  that  of  the  Spanish-speaking 
countries  is  that  organized  laborv  in  Brazil  is  less  militant  and  more 
subject   to   centralized   governmental    tutelage   and   control. 

Anarchism,  brought  in  mainly  by  Italian  immigrants,  was  a 
strong  ideological  influence  in  the  Brazilian  labor  movement  from 
its  inception.  In  1892,  the  first  trade  union  congress  of  12  unions 
met  in  Rio  de  Janeiro.  The  anarchists  dominated.  They  formed  the 
Federacdo  Operdrio  Regional  Brasileira  in  1906.  Various  splits  over 
leftist  ideology  and  a  series  of  violent  strikes  in  1917  and  1918,  in 
which  the  government  intervened  with  force,  weakened  anarchism. 
Marxist  socialism  became  strong  as  anarchism  became  weak.  The 
Socialist  Party  was  formed  in  1916.  This  was  plainly  a  Marxist 
group,  and  it  joined  the  Communist  International  in  1921  and 
became  officially  the  Communist  Party  of  Brazil  at  the  same  time. 
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The  Party  was  outlawed  in  1923,  however,  and  leftists  of  socialist 
persuasion  found  it  expedient  to  re-adopt  the  name  of  Socialist  Party 
in  1925. 

When  the  Confederacao  General  dos  Trabalhadores  do  Brazil 
was  organized  in  April,  1929,  it  was  obviously  dominated  by  Marxists, 
some  of  whom  were  Communists  and  some  merely  socialists. 

When  Getulio  Vargas  and  his  supporters  seized  power  by  force 
in  1930,  Brazilian  scholars  asserted  that  a  "Revolution"  began. 
Although  the  "Revolution"  was  not  known  as  the  Estado  Novo  or 
New  State  until  the  Constitution  of  1937  was  formed,  it  is  fair  to  say 
that  the  principal  intention  of  the  new  administration  from  its  very 
beginning  was  to  use  the  power  of  government  to  benefit  the  special 
interests  of  labor.  In  this  sense,  Peron  and  Vargas  had  similar 
objectives.  Vargas,  however,  insisted,  more  definitely  and  more  com- 
pletely than  did  Peron,  that  it  was  the  function  of  the  State  to 
provide  the  "gains"  for  organized  labor.  He  therefore  caused  laws 
to  be  passed  which  handed  organized  labor  gratuitously  most  of  the 
"gains"  which  more  independent  labor  movements  had  been  required 
to  strike  for  in  other  Latin  American  countries.  In  the  first  10  years 
of  his  administration,  from  March,  1931  to  April,  1941,  Vargas  signed 
into  law  over  160  new  acts  which  directly  and  significantly  benefited 
organized  labor. 66 

Russomano,  Guerreiro  Ramos,  and  others  who  have  studied  the 
labor  movement  of  Brazil  with  great  care  conclude  that  the  Estado 
Novo  denied  absolutely  the  theoretical  or  practical  value  of  an 
independent  labor  movement,  as  long  as  the  State  was  dedicated  to 
serving  the  needs  of  labor.  Therefore,  the  Estado  Novo  patterned 
Brazil's  labor  organizations  after  those  of  the  Fascist  states  of  Europe, 
particularly  Portugal.  Anyone  who  consults  the  work  of  Russomano, 
the  authority  on  the  Consolidation  of  Labor  Laws,  can  perceive 
instantly  the  philosophy  of  paternalistic,  State  tutelage  which  the 
Estado  Novo  established.  Specifically,  the  Consolidation  of  Labor 
Laws  provided  minutely  and  precisely  the  terms  and  conditions  under 
which  labor  unions  could  organize  and  operate,  and  defined  with 
even  greater  precision  the  almost  endless  controls  that  the  State  was 
permitted  to  exercise  over  them.  No  one  could  describe  the  labor 
movement  of  Brazil  during  the  period  of  the  Vargas  dictatorship, 
1930-1945 — or  even  when  he  returned  as  President  for  the  second 
time,  1950-1954 — as  democratic67 

In   1953  and    1954,  influential  newspapers,  like  the  Correio  da 
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Manha,  carried  one  story  after  another  to  the  effect  that  President 
Vargas  was  convinced  that  Brazil  should  have  a  labor  dictatorship 
along  the  lines  of  the  peronista  system.  In  June,  1953,  the  President 
appointed  his  young  protege,  Joao  ("Jango")  Goulart,  who  was 
virtually  a  member  of  the  President's  family,  to  be  Minister  of  Labor. 
Practically  every  newspaper  in  Sao  Paulo  and  Rio  de  Janeiro  inter- 
preted this  as  the  first  step  in  the  direction  of  the  labor  dictatorship. 
Goulart  gave  some  cause  for  such  speculation.  He  openly  used  his 
position  as  Minister  of  Labor  to  encourage  agitation  and  strikes  among 
the  unions.  He  recommended  extreme  measures  to  the  President  to 
benefit  labor.  For  example,  Brazil's  extensive  social  security  system 
was  financed  by  forced  contributions  of  21  per  cent  of  the  first  $36 
of  the  worker's  monthly  pay.  The  worker,  employer,  and  government 
were  all  supposed  to  pay  equal  shares.  Goulart  proposed  and  the 
President  decreed  in  June,  1954  that  the  contribution  should  be  paid 
on  the  entire  amount  of  the  salary,  in  order  to  provide  larger  sums 
for  workers'  benefits.  President  Vargas  also  decreed  a  100  per  cent 
increase  in  the  minimum  wage  to  take  effect  July  1.  When  the 
Supreme  Court  undertook  to  determine  the  constitutionality  of  this 
action,  the  unions  threatened  a  general  strike  in  protest.  The  effect 
of  the  "gain"  was  dubious,  because  prices  went  up  even  before 
workers  received  their  first  pay  checks  under  the  new  schedules. 
Vargas'  suicide  in  August,  1954  ended  immediate  speculation  as  to 
the  role  of  organized  labor  in  government,  but  Goulart  became  Vice 
President  of  Brazil  and  Chairman  of  the  Labor  Party. 

In  recent  years,  the  labor  movement  has  become  somewhat  more 
militant.  The  laws  apparently  do  not  permit  a  single,  central 
confederation  of  labor  to  be  created,  such  as  the  CGT  in  Argentina 
under  Peron.  There  are,  however,  three  confederations,  which  repre- 
sent the  industrial,  commercial,  and  land  transport  workers.  They 
are  all  infiltrated  in  varying  degree  by  Communists.  This  is  particu- 
larly the  case  with  the  Confederation  of  Industrial  Workers  (CNTI), 
which  claims  to  represent  680  unions  and  locals.  The  laws  prohibit 
political  strikes  and  strikes  in  essential  activities,  but  militant  labor 
unions  usually  are  not  deterred  by  such  legal  restraints. 

Even  with  anarcho-syndicalist  and  Communist  tutelage,  how- 
ever, Brazilian  labor  unions  are  in  fact  still  closely  tied  to  the 
Ministry  of  Labor  and  do  not  manage  their  own  affairs  or  formulate 
their  own  policy  or  action  independently  of  the  government.  For 
example,  at  the  lower  level,  federal  labor  courts  perform  many  of  the 
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functions  that  unions  would  perform  if  they  were  independent.  The 
Consolidation  of  Labor  Laws  regulates  in  the  most  minute  detail  how 
employers  are  supposed  to  treat  their  employees.  If  a  worker  believes 
that  he  has  been  abused  or  treated  unjustly,  instead  of  reporting 
his  dissatisfactions  to  a  union  grievance  committee,  he  goes  to  the 
nearest  labor  court  for  redress. 

The  principal  function  of  the  labor  leaders  seems  to  be  to  present 
demands  for  huge  wage  increases  (up  to  50  per  cent  or  more)  each 
year  to  the  employers.  When  the  employers  refuse,  as  is  practically 
always  the  case,  instead  of  bargaining  collectively,  the  union  leaders 
immediately  go  to  the  labor  courts,  which  hear  both  sides  and  end 
up  by  decreeing  wage  increases. 

The  Ministry  of  Labor  controls  important  aspects  of  the  entire 
labor  movement.  Every  union  is  compelled  to  inform  the  Ministry 
in  writing  in  March  of  each  year  how  the  union  spent  its  money 
during  the  past  year.  Each  union  must  prepare  a  detailed  budget  in 
June  for  the  coming  year  and  file  it  with  the  Ministry.  The  union 
cannot  change  its  budget  during  the  year  without  the  express  per- 
mission of  the  Ministry.  The  unions  are  financed  in  large  part  from 
the  "imposto  sindical,"  which  is  a  compulsory  levy  of  one  day's  pay 
a  year  on  every  worker  in  the  country,  whether  he  belongs  to  a  union 
or  not.  The  government  makes  the  tax  mandatory  and  provides  for 
the  division  of  it  among  the  local  and  national  unions  and  confed- 
erations. The  Ministry  also  controls  the  bi-annual  election  of  union 
officers  by:  (1)  Passing  on  the  time  and  place  of  holding  the 
elections;  (2)  directly  supervising  the  polling;  and  (3)  removing 
elected  officers  if  the  Ministry  believes  them  to  be  corrupt  or  Com- 
munists. If  a  union  displeases  the  Ministry,  it  is  "intervened,"  and 
government-appointed  officers  take  over.  Even  in  recent  years,  some 
unions  have  been  intervened  for  years  at  a  time.  The  author  heard 
a  word  being  used  frequently  in  labor  circles  in  Brazil  in  1955  which 
seemed  to  be  especially  contrived  to  describe  this  kind  of  situation. 
The  word  was  pelago.  It  was  meant  to  refer  to  union  leaders  in 
general  who  did  not  have  the  confidence  of  the  workers  and 
specifically  to  inter venters  appointed  by  the  government^ 

What  do  Brazilian  unions  strike  for?  They  want  blanket  wage 
increases  granted  by  the  State  and  imposed  on  the  employer  by  the 
State.  They  get  them,  too.  For  example,  labor  got  the  minimum 
wage  increased  by  50  per  cent  by  federal  decree  in  August,  1956.  On 
October  25,    1957,   the   textile,   metal,   printing,  paper,   and   tanning 


151 


unions — all  Communist  infiltrated — went  back  to  work  after  a  10- 
day  walkout.  This  was  probably  the  most  extensive  industrial  strike 
in  Brazilian  history,  with  more  than  400,000  workers  out  at  the  peak 
of  the  strike.  It  was  settled  by  the  Federal  Labor  Court  granting  a 
25  per  cent  across-the-board  wage  increase.  As  soon  as  the  workers 
won  their  "gain,"  leaders  of  business  and  industry  announced  that 
they  would  have  to  increase  prices.  This  naturally  enraged  labor 
leaders.  They  have  consistently  demanded  price  controls  with  roll- 
backs to  follow.  The  Minister  of  Labor,  Parsifal  Barrosa,  a  member 
of  the  Labor  Party,  announced  officially  again  and  again  late  in  1957 
that  it  was  his  opinion  that  the  problem  could  only  be  solved  by 
a  system  of  sliding-scale  salaries  pegged  to  the  cost-of-living  index. 
The  author  has  never  seen  anything  in  Brazilian  labor  publications 
nor  in  the  statements  of  the  various  ministers  of  labor  which  would 
indicate  a  knowledge  that  the  problem  of  achieving  higher  real  wages 
was  bound  intimately  with  the  problem  of  increasing  efficient, 
economic  production. 

What,  finally,  has  been  the  record  of  State  intervention  in  the 
Brazilian  economy? 

The  "Revolution"  of  1930  which  brought  Getulio  Vargas  to  the 
presidency  and  which  led  to  the  Estado  Novo  laid  the  foundation  for 
extensive  State  intervention  in  industry.  Those  Brazilians  who  support 
the  theories  of  economic  planning  have  achieved  some  successes,  as 
will  be  seen.  On  the  other  hand,  the  State  has  not  succeeded  in 
repressing  individual  initiative  and  enterprise.  S.A.  Industrias  Reu- 
nidas  F.  Matarazzo  is  undoubtedly  one  of  the  largest  private  organiza- 
tions in  the  world.  The  founder  was  an  immigrant  without  financial 
resources  or  political  backing  who1  built  an  industrial,  manufacturing, 
and  commercial  empire  that  today  covers  almost  every  field  of  activity 
in  Brazil.  This  one  private  enterprise  has  developed  industry  so 
rapidly  and  successfully  that  all  State  efforts  in  the  same  direction 
suffer  by  comparison.  The  effect  of  such  a  development  on  traditional 
Brazilian  values  with  respect  to  leisure,  mechanical  labor  and  produc- 
tion cannot  be  overestimated.  Other  European  immigrants  are  also 
achieving  success  in  industry  and  commerce  as  a  result  of  innovation, 
production,  and  risk-taking.  Many  Brazilians  have  been  persuaded 
that  it  is  not  dishonorable  to  work  in  manufacturing  and  industry. 

Despite  strong  nationalist  and  Communist  influence,  Brazil  has 
been  a  relatively  good  area  for  private  investment  since  the  end  of 
World  War  II.    United  States  private  direct  investments,  for  example, 
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increased  from  $240,000,000  in  1940  to  $1,209,000,000  in  1956. 
Private  investors  have  seen  fit  to  put  more  of  their  money  in  Brazil 
than  in  any  other  Latin  American  country  except  Venezuela^? 

Governments  in  recent  decades  have  not  found  it  possible  to 
pay  for  the  things  they  wanted  to  do.  As  in  other  Latin  American 
countries,  Brazilian  politicians  and  administrators  have  eagerly 
accepted  deficit  financing  as  a  modern  tool  of  fiscal  management. 
Even  in  the  prosperous  state  of  Sao  Paulo,  there  were  budgetary 
surpluses — small  each  time — only  in  the  years  1920,  1943,  1944,  and 
1949  in  the  period  19 14- 1 949.70  The  Federal  Government  has  printed 
more  and  more  paper  money  to  pay  for  its  deficits.  In  1940,  there 
were  11,570,000,000  cruzeiros  in  circulation;  in  1946,  there  were 
45,760,000,000;  in  1950,  78,260,000,000;  and  in  1955,  148,000,000,000 
cruzeiros  in  circulation.  In  1956  the  Government  Printed  16,000,- 
000,000  more  paper  cruzeiros.  The  deficit  of  the  Federal  Government 
in  1957  was  about  30,000,000,000  cruzeiros  (or  about  $330,000,000). 
Late  in  1957,  the  Government  offered  a  bond  issue  of  30,000,000,000 
cruzeiros.  The  bonds  contained  a  gold  clause  as  an  inducement  to  pro- 
spective purchasers.  The  author  gathered  the  impression  in  Sao  Paulo 
and  Rio  de  Janeiro  in  1955  that  Government  bonds  were  somewhat 
discredited  as  a  result  of  deficit  financing  and  inflation.  The  Govern- 
ment has  been  compelled  to  pay  up  to  12  per  cent  interest  on  some 
of  its  bonds  in  order  to  attract  purchasers. 

As  in  other  Latin  American  countries,  the  Government  has 
attempted  to  control  the  acquisition  and  use  of  foreign  exchange. 
The  theoretical  justification  for  such  controls  is  always  the  same. 
One  is  told  that  the  individual,  if  permitted  to  use  foreign  exchange 
as  he  sees  fit,  would  spend  it  for  the  wrong  things  and  thus  retard 
the  "public  interest"  or  "general  welfare."  The  tacit  or  expressed 
assumption  is  that  Government  officials  are  better  qualified  than 
private  individuals  to  determine  what  is  the  "general  interest"  or 
"public  welfare."  Brazilian  businessmen  told  the  author  in  1955 
about  what  they  called  "exchange  confiscation."  They  said  exporters 
were  forced  to  sell  the  dollars  they  obtained  to  the  Bank  of  Brazil 
at  a  rate  for  below  what  they  could  get  in  the  open  market.  The 
Government  would  then  use  the  dollars  for  purposes  they  thought 
meaningful.  It  is  questionable  as  to  whether  individuals  would  use 
dollars  any  more  wastefully  than  the  Government.  Yale  Brozen 
illustrates  one  way  in  which  the  Brazilian  Government  wasted 
dollars  through  exchange  control.    The  Government  permitted  petro- 
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leum  to  be  imported  at  a  preferred  rate  of  33.82  cruzeiros  to  the 
dollar  while  repair  parts  for  trucks  and  busses  were  classed  in  a 
category  in  which  the  rate  went  as  high  as  150  cruzeiros  to  the  dollar. 
This  had  the  effect  of  making  the  maintenance  and  repair  of  busses 
very  expensive  relative  to  the  cost  of  gasoline.  The  owners  of  trucks 
and  busses  therefore  would  not  spend  money  to  keep  their  engines 
at  peak  efficiency  since  the  repair  costs  were  greater  than  the  value 
of  the  gasoline  they  would  save.  The  average  consumption  of  gasoline 
per  truck  per  year  in  Brazil  is  4.3  tons  as  compared  to  2.7  tons  in  the 
United  States.  The  effect  of  the  Government's  exchange  control  was 
that  $3.00  worth  of  gasoline  was  being  wasted  in  order  to  avoid  the 
expenditure  of  $1.00  worth  of  repairs. 7, 

In  another  instance,  the  Government  would  not  give  General 
Motors  an  import  license  to  bring  in  parts  for  busses  which  could  be 
assembled  in  Brazil.  At  the  same  time  the  Government  permitted 
fleet  operators  to  order  scores  of  busses  which  were  already  assembled 
in  the  United  States.  According  to  General  Motors,  it  would  have 
been   possible   to   save   $18,000   on   each   bus   assembled   in   Brazil. 72 

On  October  5,  1953  President  Vargas  signed  a  bill  creating  a 
government  corporation  called  Petrobras  which  was  to  have  a  monop- 
oly of  the  exploitation  of  oil  in  the  country.  Prior  to  this  time  a 
Federal  Oil  Council  was  in  charge  of  petroleum  production  in  Brazil, 
but  its  record  of  performance  was  poor.  No  foreigner  was  permitted 
to  purchase  stock  in  Petrobras  in  order  to  keep  Brazil's  oil  resources 
completely  free  from  "imperialistic"  influences.  On  the  other  hand, 
all  automobile  owners — Brazilians  and  foreigners  alike — were  required 
to  contribute  to  Petrobras'  capital  through  paying  a  fee  before  drivers' 
licenses  would  be  issued. 

Petrobras  has  oil  fields  along  the  coast  from  Bahia  north,  wells, 
drilling  machinery,  tankers,  refineries  at  Mataripe  and  Cubatao,  and, 
of  course,  numerous  Government  officials  and  employees  to  plan, 
manage,  and  operate  its  activities.  Geologists  say  that  formations  in 
the  Amazon  Valley,  in  the  states  of  Maranhao,  Parana,  and  elsewhere 
indicate  the  possibility  of  additional  sources  of  petroleum.  So  far, 
however,  the  Government  monopoly  has  proceeded  very  slowly  in  the 
development  and  use  of  Brazil's  oil  resources.  Petrobas  supplies  only 
about  20  per  cent  of  the  country's  needs.  The  result  is  that  oil 
imports  in  any  given  year  are  likely  to  cost  at  least  $250,000,000. 
Private  oil  companies  can  and  would  find  and  produce  oil  for  Brazil. 
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The  Government  prefers,  however,  to  keep  them  out.  This  has  the 
effect  of  "wasting"  $250,000,000  or  more  of  foreign  exchange  each 
year.  73 

The  principle  of  State  monopoly  in  oil  does  not  prevail  in  other 
fields,  such  as  the  mining  of  manganese.  Bethlehem  Steel  began  the 
production  of  manganese  ore  at  Amapa  along  the  Amazon  River  early 
in  1957.  Exports  were  increased  from  250,000  tons  in  1956  to  810,000 
tons  in  1957.  The  United  States  Steel  Company  announced  plans  to 
produce  manganese  at  the  Urucum  mines  in  Ma  to  Grosso  in  1958. 

Brazilian  planners  take  great  pride  in  the  Volta  Redonda  iron 
and  steel  plant,  which  the  Government  founded  in  1941  and  built 
with  the  aid  of  a  $40,000,000  Export-Import  Bank  loan.  Volta 
Redonda  began  production  in  1946,  and  by  1955,  it  was  producing 
over  700,000  tons  of  steel  a  year  with  hopes  of  raising  the  capacity 
to  1,000,000  tons  per  year.  Inasmuch  as  the  United  States  produces 
about  6,500,000  tons  per  month,  it  can  be  seen  that  Volta  Redonda  is 
a  small  operation.  It  is  probable  that  it  costs  Volta  Redonda  more 
to  make  a  pound  of  steel  than  Brazil  would  have  to  pay  for  imports 
from  the  United  States  delivered  to  Brazil. 74 

The  Government  owns  the  National  Motors  factory  near  Rio 
de  Janeiro  which  turns  out  Alfa  Romeo  trucks.  About  40  per  cent  of 
the  parts  are  made  in  Brazil,  but  complete  engines  are  imported 
from  Italy.  The  Government  also  owns  some  coastal  shipping  lines. 
In  1955  they  had  307  vessels  of  which  only  30  were  modern.  The 
shipping  lines  have  suffered  heavy  deficits  because  of  overstaffing, 
poor  maintenance,  and  inefficient  management.  No  Government- 
owned  railroad  in  Brazil  can  even  remotely  compare  in  service  and 
efficiency  with  the  privately-owned  and  operated  Cia.  Paulista  de 
Ferro.75 

The  issue  of  electric  power  is  important  in  Brazil,  and  the 
policies  of  the  Government  with  respect  to  private  utilities  are  similar 
to  those  of  other  Latin  American  countries.  The  Brazilian  Traction, 
Light  and  Power  Company,  called  the  "Light"  in  Brazil,  is  the 
country's  largest  public  utility.  It  supplies  about  one-half  of  all 
the  electric  power  in  Brazil,  chiefly  in  Rio  de  Janeiro  and  Sao  Paulo. 
The  "Light"  also  provides  telephone,  gas,  and  in  Rio,  tramway 
service.  It  has  its  head  office  in  Toronto  and  has  probably  invested 
more  than  $800,000,000  in  Brazil.  There  isn't  enough  power  to  satisfy 
industrial  and  home  use.    The  "Light"  has  been  ready  and  willing 
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to  expand  services  for  years,  but  the  Government  has  promised  low 
rates  to  the  consumers  and  has  therefore  refused  to  permit  the 
Company  to  earn  enough  to  justify  large-scale  expansion.  Both 
leftists  and  rightists,  of  course,  want  to  nationalize  the  Company  and 
establish  a  system  of  publicly-owned  utilities. 76 

The  conclusions  one  can  draw  from  the  experience  of  Brazil  in 
attempting  to  secure  decentralization  through  federalism  are  similar 
to  those  one  is  compelled  to  reach  for  Argentina,  Mexico,  and 
Venezuela.  Political  tradition  and  the  nature  of  the  social  and 
economic  institutions  have  produced  a  strong  centralizing  effect, 
which  perhaps  reached  a  climax  in  the  period  of  Getulio  Vargas' 
tenure  (1930-1945;  1950-1954).  It  has  often  been  argued  that 
Brazil's  great  size  and  the  fact  of  ethnic  and  cultural  heterogeneity 
will  forever  guarantee  an  effective  federal  system.  The  facts  belie 
the  contention,  for  Brazil  has  never  achieved  the  decentralization  that 
federalism  contemplates.  In  addition,  one  must  not  forget  the  case 
of  the  Soviet  Union  with  great  area,  ethnic  and  cultural  diversity, 
and  an  avowedly  federal  constitution,  but  with  a  strongly  centralized 
system  of  government. 

But  whereas  the  scholar  is  likely  to  conclude  that  centralized 
governmental  direction  of  economic  and  social  as  well  as  political 
affairs  is  likely  to  continue  in  the  foreseeable  future  in  Argentina, 
Mexico,  and  Venezuela,  there  is  somewhat  less  certainty  that  this 
will  be  the  case  in  Brazil.  This  attitude  derives  from  the  vitality, 
initiative,  and  spirit  of  independence  of  the  people  of  the  state  of 
Sao  Paulo.  It  would  require  detailed  analysis  to  explain  why  Sao 
Paulo  has  been  able  to  achieve  what  other  states  and  provinces  in 
Latin  American  federal  systems  have  been  unable  to  achieve.  At  the 
risk  of  over-simplification,  one  can  suggest  that  the  impact  of 
energetic  European  immigrants  employing  traditional  principles  of 
private  initiative  and  enterprise  have  won  for  themselves  such 
economic  success — largely  without  governmental  aid,  direction,  or 
control — that  a  new  set  of  values,  emphasizing  individualism,  localism, 
and  independence,  has  developed.  Although  centralizing  trends  are 
still  dominant  in  Brazilian  politics,  it  is  certainly  fair  to  conclude  that 
Sao  Paulo  is  difficult  to  control  and  will  continue  to  be  difficult  to 
control.  What  has  occurred  in  this  one  state  may  well  occur  in 
others,  with  the  result  in  time  that  some  of  the  principles  of 
federalism  may  become  generally  operative. 
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The  Centralized  Federal  System  of  Venezuela 

Less  research  has  been  conducted  with  respect  to  Venezuelan 
federalism  than  has  been  the  case  with  the  other  federal  republics 
of  Latin  America.  Enough  work  has  been  done,  however,  to  permit 
certain  things  to  be  said. 

Venezuela  is  a  large  country  which  has  always  had  well-defined 
geographical  regions  which  created,  in  theory  at  least,  the  bases  for 
federal  structure.  There  are  four  major  regions,  and  in  the  important 
Highlands,  geographers  usually  recognize  four  subdivisions. 

The  provinces  of  the  Captaincy-General  developed  a  spirit  of 
localism  during  the  colonial  period  which  was  reflected  in  demands 
for  autonomy.  These  demands  became  insistent  during  the  independ- 
ence period.  The  extent  to  which  such  factors  influenced  the  adoption 
of  the  federal  system  of  1811,  the  quasi-federal  structure  of  1830, 
and  the  federal  Constitution  of  1864  cannot  be  measured  accurately. 
That  they  had  some  influence  cannot  be  doubted. 

The  Constitution  of  1864  established  a  federal  system  based  upon 
the  United  States  model  of  division  of  powers.  Lott  quotes  a  dis- 
tinguished Venezuelan  scholar,  however,  to  the  effect  that  by  this 
time,  division  of  powers  was  purely  theoretical.  The  states  were  not 
in  fact  sovereign  and  had  nothing  to  reserve. 

The  principle  of  division  of  powers  has  been  modified  formally 
again  and  again  in  favor  of  the  federal  government.  In  1925,  for 
example,  both  the  federal  and  state  governments  were  given  enumer- 
ated or  delegated  powers.  This  weakened  the  reserved  powers  of 
the  states.  In  1953,  the  provision  guaranteeing  reserved  or  residual 
powers  to  the  states  was  omitted  entirely.  Furthermore,  the  central 
government  has  gradually  usurped  almost  every  field  in  which 
government  can  operate.  For  example,  the  central  government 
acquired  from  the  states  the  following  powers:  Maritime,  coastal,  and 
fluvial  fields  in  1881;  secondary  education  in  1901;  postoffices,  tele- 
phones, and  telegraphs  in  1914;  and  health  in  1922.  In  1925,  a  whole 
series  of  powers  were  transferred  from  the  states  to  the  federal 
government.  The  fields  included  credit,  banks,  social  welfare,  con- 
servation of  forests,  natural  resources,  labor,  expropriations,  and 
public  registry.  The  Constitution  of  1936  removed  elections  from 
state  control.  In  1945,  the  states  lost  their  judicial  systems.  In 
1953,  the  federal  government  acquired  the  exclusive  power  to  regulate 
hotels,  recreational  resorts,  tourism,  and  lotteries. 
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The  Constitution  of  1953  asserted  that  Venezuela  was  a  federal 
republic  with  20  states,  two  federal  territories,  a  Federal  District,  and 
Federal  Dependencies.  The  states,  however,  no  longer  had  any 
reserved  powers,  and  there  were  practically  no  powers  left  to  enu- 
merate for  them  either.  The  states  still  had  power  to  draft  constitu- 
tions as  long  as  they  were  not  in  conflict  with  the  traditional 
constitution  or  laws.  They  could  change  or  modify  their  internal 
boundaries.  They  could  spend  federal  funds  allotted  to  them  or  tax 
monies  which  they  might  be  able  to  collect.  This  exhausted  the  list 
in  the  1953  constitution. 

The  political  controls  of  the  federal  government  are  so  great 
that  state  resistance  to  centralized  domination  is  impossible.  For 
example,  the  states  have  never  acquired  the  power  to  elect  their  own 
governors.  The  federal  president  appoints  them.  The  1953  constitu- 
tion provided  most  clearly  and  unequivocally  that  the  president  could 
freely  appoint  and  remove  all  state  governors.  There  apparently  are 
no  restrictions  whatever  on  the  use  of  this  power.  Lott  found  for  the 
period  1936-1953  that  there  were  262  governors,  out  of  which  207 
were  in  office  less  than  15  months  each  and  106  held  power  less 
than  six  months.  The  president  can  even  appoint  men  to  head  the 
state  governments  who  are  not  residents  of  the  state  to  which  they 
are  assigned. 

The  states  have  also  lost  so  much  of  their  revenue  base  to  the 
central  government  that  they  have  become  servile  dependents  on 
federal  largesse.  The  situado  or  grant-in-aid  developed  because  the 
federal  government  took  from  the  states  their  chief  source  of  revenue, 
which  was  income  from  the  salt  and  metal  mines,  unappropriated 
lands,  and  the  fishing  and  pearl  industries.  The  states  had  control 
of  such  sources  from   1864  to   1881. 

Tax  and  other  revenue  sources  are  now  almost  completely 
centralized.  The  federal  government  collects  the  monies,  holds  yearly 
meetings  to  consider  what  to  give  the  states,  and  then  doles  out  the 
amounts  it  deems  appropriate.  The  states  are  usually  permitted  to 
spend  from  10-25  per  cent  of  the  total  amount  collected  by  the 
federal  government.  In  1949-1950,  according  to  Lott,  over  90  per 
cent  of  all  state  revenue  came  from  the  situado.  The  states  cannot 
even  spend  their  situado  as  they  see  fit,  however.  They  are  subject 
to  the  tutelage  of  the  Minister  of  the  Interior.  The  socialist-"liberal" 
government  of  Action  Democrdtica,  which  seized  power  by  force  in 
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1945,  even  demanded  that  the  states  submit  "detailed  plans  leading  to 
the  wiser  investment  of  these  funds." 

There  is  not  much  that  the  states  can  do  to  free  themselves  from 
economic  bondage  to  the  federal  government.  It  is  a  principle  of  the 
Venezuelan  federal  system  that  all  fields  which  the  federal  govern- 
ment taxes  or  which  it  has  power  to  tax  are  absolutely  prohibited  to 
the  states  and  local  governments.  The  1953  constitution  removed 
the  states'  last  important  source  of  revenue — the  sale  of  sealed  paper 
for  legal  documents. 

One  is  forced  to  agree  with  Professor  Lott's  conclusion  that 
Venezuelan  federalism  is  a  case  study  in  "frustration. "77 

Concluding  Remarks 

Whether  one  defends  centralization  or  decentralization  as  a 
method  of  achieving  political  ideals  depends  upon  each  individual's 
philosophy  and  upon  interpretation  of  the  evidence.  Dr.  Herminio 
Portell  Vila,  eminent  historian  of  Cuba,  declared  emphatically  in 
1956  in  a  paper  prepared  for  the  use  of  specialists  in  Latin  America, 
that  "...  local  government  is  the  foundation  for  the  regular 
structure  of  the  state  and  if  such  foundation  is  rotten,  it  will  affect 
the  whole  structure. "78  The  author's  own  personal  feeling  is  that  not 
only  democracy  but  progress  in  social  and  economic  fields  as  well 
depend  to  a  very  large  extent  upon  creating  an  environment 
which  starts  with  the  dignity,  worth,  and  importance  of  the  single, 
solitary  individual.  If  permitted  freedom  and  a  reasonable  amount 
of  equality  of  opportunity  to  develop  their  talents  and  abilities, 
individuals  are  able  to  govern  themselves  and  to  cooperate  voluntarily 
with  others  in  achieving  common  ends,  such  as  the  protection  of 
life  and  property  and  the  preservation  of  knowledge  and  values  which 
the  group  has  found  indispensable. 

The  other  point  of  view,  which  is  more  popular  and  which  has 
powerful  arguments  in  its  support,  is  that  the  superior  few  at  the 
center  can  best  decide  what  is  in  the  interests  of  the  many  below. 
Students  of  Latin  American  culture  know  that  centralization  in 
general  and  concentration  of  centralized  power  in  the  great  cities  in 
particular  has  long  been  characteristic  of  most  of  the  Latin  American 
countries,  including  the  federal  republics.  To  what  extent  has 
centralized  control  resulted  in  the  rapid  development  of  political 
democracy  or  of  progress  in  social  and  economic  fields?  One  thing  is 
absolutely  certain.   Latin  America's  experience  with  centralization  has 
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not  produced  virtuous,  efficient,  economical,  democratic  government. 
Politics  in  Latin  America  tends  to  be  the  sophisticated  art  of  cal- 
culated hypocrisy,  combined,  when  necessary,  with  uncompromising, 
intolerant,  barbarous  violence.  Some  countries  have  made  determined 
efforts  to  break  the  circle  of  social,  economic,  and  political  authori- 
tarianism, the  heritage  of  Hispanic  culture.  There  have  been  leaders 
of  the  most  valiant  courage  and  the  greatest  virtue  and  integrity  in 
every  Latin  American  country  who  have  attempted  to  make  politics 
the  reasoned  art  of  democratic  compromise.  When  such  men  have 
relied  upon  centralized  power,  they  have  invariably  fallen  short  of 
their  ideals.  When  they  have  permitted  such  principles  as  individ- 
ualism, voluntarism,  and  decentralization  to  operate,  as  in  Uruguay, 
Argentina,  Chile,  and  Costa  Rica  in  certain  periods  of  the  histories 
of  these  countries,  better  results  have  been  achieved. 

In  addition  to  establishing  the  fact  of  centralization  in  the  federal 
republics  of  Latin  America,  this  paper  has  sought  to  evaluate  the 
effects  of  centralization  in  the  selected  areas  of  agriculture,  labor, 
and  industry  for  three  of  the  four  countries  under  discussion.  Addi- 
tional case  studies  in  other  areas  are  required  before  definitive 
generalizations  can  be  reached.  The  evidence  here  presented  indicates 
that  although  not  all  the  effects  of  centralization  are  evil,  neverthe- 
less progress  toward  the  realization  of  commonly-accepted  goals  has 
been  slow,  even  negligible  in  some  instances.  But  there  is  no  way  of 
proving  that  development  would  have  been  more  rapid  if  the  federal 
republics  had  permitted  a  greater  degree  of  individualism,  voluntarism, 
and  decentralization  to  prevail. 

What  lessons  can  the  United  States  learn  from  the  experience 
of  centralization  in  the  federal  republics  of  Latin  America?  Perhaps 
none  at  all.  However,  it  is  at  least  fair  to  say  that  what  has  happened 
in  the  Latin  American  federal  republics  merits  serious  scrutiny  by 
those  many  Americans  who  desire  to  increase  the  power  of  the  federal 
government  at  the  expense  of  the  states  and  the  power  of  the  federal 
executive  at  the  expense  of  the  other  branches  of  government. 
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SIZE  AND   EFFECTIVENESS   IN 
THE  FEDERAL  SYSTEM: 

A  THEORETICAL  INTRODUCTION 


LL    THE    GREAT    QUESTIONS   OF   GOVERNMENT   ARE    ETERNAL, 

but  each  generation  writes  the  answers  anew.  Federalism, 
which  expressed  the  peculiar  genius  of  the  Americans  at 
the  close  of  the  Eighteenth  Century,  is  still  a  viable 
system  in  the  middle  of  the  Twentieth,  but  its  virtues  and 
its  defects  need  rediscovery  and  redefinition.  They  do  so 
because  in  democratic  societies,  where  freedom  rests  on 
understanding,  both  the  scholar  and  the  citizen  must 
constantly  examine  the  foundations  of  government. 

I.     The  Question 

We  are  concerned  here  with  a  very  small  part  of  that  examin- 
ation, the  influence  of  the  size  of  the  unit  upon  the  effectiveness  of 
government.  Is  government  best  conducted  in  small  units  or  in 
large  ones?  As  with  most  of  the  major  and  many  of  the  minor 
questions   of   political   life,    this   inquiry   has   an   extensive  pedigree, 
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having  received  the  attention  of  classical  writers  from  Aristotle  to 
Madison.  We  propose  to  examine  it  primarily,  though  not  exclusively, 
from  the  point  of  view  of  economic  analysis.  In  this  endeavor  we 
shall  ask,  first,  what  are  the  elements  that  determine  the  optimum 
unit  for  public  administration  and,  second,  what  are  those  that  deter- 
mine the  optimum  unit  for  legislative  decision?  (The  second  of  these 
questions  deals  with  the  size  of  the  unit  for  which  legislation  is  passed 
rather  than  with  the  size  of  the  body  which  enacts  the  laws.) 

The  "size"  of  a  unit  of  government  is  measured  along  several 
different  dimensions.  The  size  of  the  administrative  body  depends 
upon  the  volume  of  services  which  it  produces  and  this  in  turn  rests 
upon  the  number  of  people  it  serves,  the  number  of  things  it  does  for 
them,  and  the  level  of  quality  at  which  each  thing  is  done.  The  size 
of  the  legislative  unit  (the  assembly)  depends  on  the  volume  of 
decisions  in  which  it  is  involved  and  this  in  turn  rests  on  the  number 
of  people  it  includes,  the  number  of  problems  or  functions  it  under- 
takes to  resolve,  and  the  complexity  or  difficulty  of  each  of  these 
problems  and  functions. 

A.     Effectiveness 

In  pursuing  our  question,  the  relation  between  the  size  of  the 
unit  and  the  effectiveness  with  which  it  governs,  we  have  taken  an 
instrumental  view  of  effectiveness,  a  view  which  concentrates  on  the 
intermediate  values  of  government  rather  than  on  its  final  ends.  This 
view  requires  clarification:  To  begin  with,  the  ends  of  government  are 
no  less  broad  than  the  ends  of  life  itself,  though  by  nature  the  state  is 
not  equally  fitted  to  promote  all  the  things  that  men  desire.  It  must, 
by  securing  a  monopoly  of  force  and  violence,  achieve  internal  order 
and  defend  against  external  enemies. i  It  should  promote  morality 
and  encourage  virtue,  and  it  may  facilitate  the  search  for  beauty  or 
for  truth.  In  a  liberal  and  democratic  society  the  state  must  serve 
these  ends  and  achieve  order,  promote  virtue,  and  honor  truth 
through  the  institutions  of  liberty  which  enlist  the  free  allegiance  of 
free  and  responsible  men.  The  just  state  is  the  state  which  does 
these  things  as  well  as  they  can  be  done  in  the  conditions  of  the  time 
and  the  place.  (Since  the  state  is  the  creature,  as  well  as  the  master, 
of  the  society  which  it  governs,  and  since  the  conditions  of  the  society 
may  be  so  desperate  or  so  limited  as  to  inhibit  the  higher  virtues,  the 
just  state  of  one  time  and  place  would  be  far  from  just  for  some 
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larger  and  more  spacious  prospects  of  mankind.*)  The  same  is  true, 
with  appropriate  modifications,  for  the  other  members  of  the  family  of 
institutions;  each  in  its  own  way  and  within  its  own  limits  searches 
for  the  good  life  and  all  receive  their  measure  by  the  noblest  ends 
of  life. 

Because  things  of  the  greatest  moment  are  also  the  most  difficult 
to  measure,  we  cannot  readily  judge  the  performance  of  some  parti- 
cular state  by  the  final  ends  it  achieves  but  must,  instead,  measure 
it  by  the  instrumental  values,  the  attributes  it  exhibits.  Experience 
informs  us  that  the  state  which  exhibits  these  attributes  is  likely  to 
produce  the  just  and  virtuous  citizens  which  are  its  highest  object. 
If  we  were  to  ask,  for  example,  whether  a  particular  horse  would  win 
a  particular  race,  and  if  we  could  not  know  what  this  horse  had  done 
before,  we  should  have  to  estimate  its  chances  by  its  strength,  dex- 
terity, sleekness  and  other  instrumental  attributes.  So  it  is  with  the 
state. 

What  are  these  instrumental  attributes?  One  of  them,  certainly, 
is  efficiency — does  the  government  do  what  it  has  to  do  at  the  lowest 
possible  cost?  Does  it  allocate  its  own  resources  wisely  and  does  it 
minimize  the  costs  that  it  creates  for  the  private  economy? 

Another  attribute  is  leadership — does  government  secure  the 
ability  and  the  wisdom  to  make  intelligent  decisions  about  the  great 
questions  of  public  policy? 

These  attributes  are  as  vital  to  a  monolithic  despotism  as  they 
are  to  a  democratic  republic.  Efficiency  sits  in  judgment  at  all  times 
and  places  and  represents  an  implied  rule  of  performance  for  head 
hunters,  pyramid  builders,  or  star-bound  astronauts.  Wise  and 
informed  leaders  are  also  a  universal  requirement  for  every  social 
organization  though,  to  be  sure,  the  man  who  rules  by  force  and 
deceit — as  in  the  great  tyrannies  of  the  present  and  the  past — possesses 
a  very  different  set  of  virtues  than  he  who  governs  by  consent. 

The  instrumental  values  peculiar  to  liberal  democracies,  where 
good  ends  must  be  pursued  by  good  means,  include  representativeness 
and  fairness  as  their  most  important  members.  "Representativeness" 
involves  the  question:  does  the  government  and  its  policies  reflect  the 
judgment   of   the   people;   does   legislation   accurately   translate   the 

*  The  justice  that  depends  upon  the  conditions  of  the  time  is  a  far  less  exalted 
but  far  more  attainable  vision  than  the  city  that  Plato  sought  in  the  pages  of 
the  Republic.  But  he  was  designing  a  society  to  implement  the  ends  of  man, 
while  we  are  discussing  a  government  to  advance  the  ends  of  society. 
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beliefs  and  values  of  the  body  politic?  "Fairness"  raises  the  question: 
do  the  rules  and  acts  of  government  impose  equal  burdens  and  confer 
equal  benefits  upon  different  people  in  similar  circumstances? 

Efficiency,  leadership,  representativeness,  and  fairness — these  are 
the  tests  we  use  to  judge  the  effectiveness  of  government,  and  these 
are  the  things  we  look  for  in  ascertaining  the  relative  merits  of  the 
various  sizes  of  units. 

B.     The  Federal  System 

The  relation  between  size  and  effectiveness  is  far  from  an  idle 
question  inasmuch  as  the  American  federal  system  is,  by  nature  and 
design,  an  amalgam  of  many  parts,  each  of  very  different  dimensions. 
In  this  system  of  divided  sovereignty,*  multiple  citizenship,  and 
delegated  authority,  moreover,  the  functions  of  the  parts  are  changing 
constantly  and  the  effectiveness  of  their  performance  is  scrutinized 
ceaselessly.  Consisting  of  three  separate  and  distinct  "levels"  of 
government,  (national,  state,  local)  and  five  major  types  of  units 
(nation,  state,  city,  county,  district),  the  American  federal  structure 
is  a  system  where  sovereignty  is  divided  between  the  nation  and  the 
states;  citizenship  is  multiplied  between  the  nation,  the  state,  the  city 
and  the  country;  and  public  authority  is  delegated**  by  the  states  to 
cities,  counties  and  districts. 

In  larger  perspective  the  federal  system  is  but  one  among  many 
devices  for  dividing  the  powers  of  government  when  the  conditions 
of  freedom  or  efficiency,  or  the  necessities  of  politics  require  such  a 
separation.  The  full  range  of  devices  for  dividing  these  powers 
includes  the  horizontal  separation  of  powers  at  any  given  level  of 
government  and  the  vertical  separation  of  powers  between  the  differ- 
ent levels  of  government.     The  bases  of  division  along  both  these 

*  "Sovereignty"  (together  with  its  correlates,  power  and  legitimacy)  is  the  name 
of  a  large  and  intractible  problem  about  which  a  considerable  body  of  literature 
has  grown  up  since  the  time  of  Jean  Bodin.  Though  sovereignty  is,  in  some 
sense,  absolute,  the  American  federal  system  sought  to  divide  it  between  two 
different  "levels"  of  government,  the  nation  and  the  states. 

**By  state  laws  and  state  constitutions  cities  and  counties  are  creatures  of  the 
commonwealth,  but  their  political  and  social  powers  are  so  vast  that  the 
authority  they  have  been  given  cannot  now  be  revoked.  For  this  reason,  if 
for  no  other,  we  are  entitled  to  speak  of  three  rather  than  two  levels  of  govern- 
ment and  of  four  rather  than  two  categories  of  citizenship.  To  what  extent  the 
practical  autonomy  of  local  government  is  a  necessary  consequence  of  federalism, 
where  the  cities  and  counties  deal  with  independent  states  instead  of  with 
dependent  provinces,  is  a  matter  for  future  investigation. 
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dimensions  are  process,  function,  and  constituency.  Within  the  federal 
system  the  executive,  legislative,  and  judicial  branches  of  the  national 
government  (and  the  states)  represent  horizontal  separation  on  the 
basis  of  process.  But  the  existence  of  independent  bodies  and  agencies 
such  as  the  Federal  Reserve  Board,  the  Interstate  Commerce  Com- 
mission, or  the  Atomic  Energy  Commission  suggests  that  function 
is  a  secondary  basis  for  horizontal  separation.  In  the  vertical  division 
of  powers,  function  appears  as  the  primary  basis  for  separating 
national  and  state  governments.  Defense,  foreign  relations,  customs, 
immigration,  and  coinage  belong  exclusively  to  the  former  while  a 
lengthy  list  of  activities  such  as  zoning,  property  tax  administration, 
fire  protection,  and  other  intra-state  activities  belong  to  the  common- 
wealths and  the  localities.  The  following  figure  summarizes  the  spec- 
trum of  possibilities  for  the  division  of  powers  and  the  crosses  indicate 
the  place  of  the  American  federal  system  within  this  array.2 

Process         Function     Constituency 
Horizontal  Division  of  Power     X  x 

Vertical  Division  of  Power  X 

Figure  1.     The  division  of  powers  in  the  federal  system. 

In  addition  to  the  separation  of  powers,  which  is  its  peculiar 
distinction  among  forms  of  government,  the  federal  system,  like  all 
other  systems,  practices  the  delegation  of  administrative  authority,  a 
form  of  vertical  decentralization  where  policies  decided  in  general  at 
higher  levels  are  administered  in  detail  at  lower  levels.  In  this  frame 
of  reference  the  lower  levels  are  branches  or  subdivisions  of  the 
higher  echelons,  with  the  bases  of  their  formation  being  process, 
function,  clientele,  and  area.  In  the  executive  branch  of  the  national 
government  with  its  functional  departments  divided  into  a  variety 
of  regional  offices,  function  serves  as  the  primary  and  area  as  the 
secondary  principle  of  organization,  e.g.,  the  Soil  Conservation  Service 
of  the  Department  of  Agriculture.  While  these  matters  are  common- 
places of  the  theory  of  administration,  the  constitutional  division  of 
powers  together  with  the  existence  of  shared  functions  creates  some 
uncommon  forms  of  administrative  decentralization  within  the  federal 
system.  For  in  such  fields  as  welfare,  highways,  vocational  education, 
flood  control,  and  urban  rehabilitation  the  states  or  the  individual 
cities  act  as  both  agents  and  junior  partners  of  the  central  power  in 
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executing  policies  which  the  Congress  and  the  Executive  design.  Once 
they  have  passed  the  necessary  legislation  and  established  adminis- 
trative liaison,  the  states  and  cities  perform  a  lengthy  list  of  common 
functions  as  though  they  were  regional  offices  of  the  national  govern- 
ment. 

The  discussion  of  the  following  sections  deals  with  the  vertical 
rather  than  the  horizontal  division  of  powers  and  with  vertical 
decentralization  of  administrative  authority. 

C.     The  Organs  of  Decision 

In  full  generality  a  liberal  democracy  possesses  three  major 
organs  for  translating  individual  choices  into  group  decisions.  This 
trio  includes  the  organization,  the  assembly,  and  the  market  and  their 
methods  of  ratifying  decisions  are  administering,  voting,  and  pricing. 
The  group  decisions  of  the  organization  emerge  from  the  actions  of 
individuals  occupying  a  variety  of  superior,  subordinate,  and  coordi- 
nate positions  in  an  interlocking  network  of  relations  and  ministering 
to  their  individual  interests  by  serving  a  common  purpose.  The  group 
decisions  of  the  assembly  emerge  from  the  choices  of  individuals 
occupying  a  common  position  as  members  of  a  political  community 
and  voting  for  candidates  or  issues  on  the  basis  of  interests  and  values. 
The  group  decisions  of  the  market  emerge  from  the  bids  and  offers 
of  individual  economic  agents  possessing  various  amounts  of  resources 
and  allocating  them  between  alternative  uses  so  as  to  maximize  net 
returns. 

The  political  apparatus  consists  of  assemblies  plus  administrative 
organizations  operating  within  a  given  framework  of  institutions,  the 
leading  members  of  this  family  of  institutions  being  the  system  of 
political  parties,  the  aggregation  of  interest  groups,  and  the  structure 
of  laws.*  The  economic  apparatus  consists  of  markets  plus  economic 
organizations  (households  and  firms)  operating  within  a  given  struc- 
ture of  preferences,  resources,  and  technology. 

We  are  concerned  here  with  two  of  the  three  decision-making 
entities,  the  organization  and  the  assembly;  our  concern,  moreover, 
is  with  the  political  organization  rather  than  the  economic  organiza- 

*  Since  a  political  party,  a  lobby,  or  a  court  of  law  exhibit  some  of  the  features 
of  an  administrative  agency,  distinguishing  between  "institution"  and  "organ- 
ization" is  no  easy  and  simple  matter.  The  hierarchical  structure  and  unified 
purpose  of  the  administrative  organization  offer  one  clue  to  this  distinction;  but 
to  pursue  the  discussion  would  carry  us  too  far  afield. 
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tion  although  an  analysis  of  some  salient  characteristics  of  the  latter 
is  a  useful  prelude  to  an  examination  of  the  former.  In  examining  the 
"assembly,"  finally,  we  take  a  broad  and  inclusive  view,  a  view 
which  covers  the  decision-making  activities  of  the  electorate  or  body 
politic  as  well  as  those  of  the  representative  legislature. 

D.     A  Note  on  Methods 

In  looking  at  the  relation  between  size  and  effectiveness,  we  are 
investigating  but  a  single  aspect  of  the  whole  process  of  government, 
an  aspect  which  is  assuredly  not  the  only,  and  probably  not  the  most 
important,  determinant  of  effectiveness.  The  "effectiveness"  of  a 
government  results  from  the  interplay  of  many  independent  variables 
including  the  income,  the  education,  and  the  social  background  of 
the  citizens;  the  mores  of  the  culture;  the  political  forces  of  the  com- 
munity; the  economic  base  of  the  area,  and  the  laws  and  rules  of  the 
unit.    Among  these  determinants  is  the  size  of  the  unit. 

Using  the  method  of  comparative  statics,  long  familiar  in 
economic  analysis,  we  manipulate  the  size  of  the  unit  by  comparing 
a  "small"  government  with  a  "large"  government  and  observe  the 
results  that  seem  to  follow.  The  results  follow,  note,  when  size  and 
size  alone  is  varied  while  all  the  other  factors  are  held  constant.  The 
results  we  reach,  moreover,  are  the  beginning  rather  than  the  end 
of  the  analysis,  depending  as  they  do  upon  predictions  from  a 
theoretical  model  rather  than  upon  observations  of  empirical  data. 
As  with  all  such  formal  predictions,  they  must  be  tested  against  the 
facts  and  are  hypotheses  and  not  conclusions. 

II.     The  Optimum  Administrative  Unit 

The  administrative  organization  is  the  first  of  the  decision- 
making organs  whose  optimum  size  we  investigate.  How  large  must 
these  units  be  in  order  to  administer  their  affairs  efficiently?  And 
what  hazards  or  disadvantages  attend  the  operation  of  large  scale 
public  organizations?  In  answering  these  simple  but  vital  questions 
we  employ  the  theory  of  the  firm,  for  while  public  and  private 
enterprise  encounter  radically  different  conditions  of  demand,  they 
face  similar  problems  of  production.  The  services  of  public  bodies  do 
not  answer  to  the  summons  of  the  market  nor  do  they  — save  for  the 
relatively  unimportant  but  rapidly  growing  exception  of  public 
utilities — sell  for  a  fee  which  covers  their  costs;  but  their  production 


175 


resembles  the  production  of  private  commodities,  and  the  same  tests 
of  economy  and  efficiency  can  legitimately  be  applied  to  both. 

A.     The  Advantages  of  Size 

Up  to  a  point  that  varies  with  the  nature  of  the  commodity 
and  the  ability  of  the  entrepreneur,  large  scale  operation  is  more 
effective  and  efficient  than  small  scale  operation  because  of  the 
advantages  of  production,  organization,  buying  and  selling,  financing, 
and  adapting  to  uncertainty.3  Each  of  these  reasons  is  explored  in 
turn   and   its   application   to   public   administration   indicated. 

1.     Technology  and  Production 

Large  scale  operation  is  more  efficient  than  small  scale  operation 
because  of  the  advantages  of  specialization  and  division  of  labor  in  the 
application  of  technology  to  the  processes  of  production.  These  advan- 
tages have  many  causes.  In  the  first  place,  a  man  who  does  a  specialized 
task  is  more  skillful  at  his  work,  by  virtue  of  both  natural  and 
acquired  abilities*,  than  the  man  who  tries  to  do  everything.  In  the 
second  place,  it  is  cheaper  within  limits  to  change  pieces  rather  than 
change  jobs  so  that  when  the  output  of  the  organization  is  large,  the 
operator  who  specializes  on  a  single  part  of  a  complex  whole  need  not 
dissipate  his  energies  by  shifting  from  one  task  to  another.  In  the  third 
place,  large  scale  operation  sets  the  stage  for  the  use  of  large  and 
elaborate  machinery  which  accomplishes  its  object  more  rapidly,  more 
accurately,  and,  above  all,  more  cheaply  than  could  be  done  by  the 
unaided  human  hand  or  eye. 

The  advantages  of  large  scale  production  by  public  organizations 
are  quite  important  in  a  few  activities  and  insignificant  or  illusory 
in  many  others.  Where  the  creation  of  public  services  requires  large 
and  complex  pieces  of  capital  equipment  the  advantages  of  scale  are 
often  considerable,  but  where  the  public  agency  dispenses  handicraft 
services  in  small  doses  by  methods  that  resist  automation  a  small 
organization  does  as  well  as  a  large  one. 

Heading  the  list  of  activities  in  which  size  reduces  cost  is 
national  defense.  Closely  following  is  the  collection  and  analysis  of 
data  such  as  Census  reports,  Social  Security  records,  national  income 
statistics,  and  income  tax  returns,  an  activity  where  the  electronic 

*  Plato  asserted  that  specialization  originated  from  the  natural  differences  of 
mankind  while  Adam  Smith,  a  true  child  of  the  Eighteenth  Century  Enlighten- 
ment, stressed  the  role  of  environment  and  training. 


176 


monster,  gobbling  up  tens  of  millions  of  items  with  the  most 
remarkable  speed  and  accuracy,  accomplishes  significant  reductions 
in  unit  costs.  Following  at  a  distance  is  the  operation  of  postal 
services,  a  "natural  monopoly"  which  offers  sizeable  economies  of 
large  scale  production.  Following  at  a  still  greater  distance  are 
regional  flood  control  and  navigation  projects. 

Some  of  the  framework  activities  of  state  and  local  government 
such  as  highways,  sanitation,  prisons,  fire  prevention,  and  police 
protection  require  elaborate  equipment  and  exhibit  moderate  econ- 
omies of  scale.  Police  protection  offers  an  excellent  example,  for  a  radio 
network,  a  fingerprint  file,  or  a  training  academy  must  reach  a  certain 
size  before  unit  costs  are  minimized.  The  optimum  dimensions  of 
different  parts  of  this  activity  vary  quite  widely,  however,  inasmuch 
as  the  control  of  local  traffic  requires  only  a  few  men  and  a  motor- 
cycle while  a  missing  persons  bureau  needs  a  net  that  covers  the 
world. 4  A  state  prison  system  with  a  number  of  establishments 
probably  obtains  the  same  economies  as  a  chain  of  private  hotels  and, 
in  addition,  provides  a  different  brand  of  hospitality  for  the  unskillful 
amateurs  than  it  does  for  the  seasoned  professionals.  Fire  protection 
in  metropolitan  areas  offers  noticeable  economies  of  large  scale 
operation  because,  among  other  reasons,  trucks  and  men  from  the 
entire  territory  can  converge  upon  a  large  fire  in  a  small  area.5 
Precisely  the  opposite  principle  applies  to  water  and  sanitation  after 
the  city  becomes  large  enough  to  exhaust  the  technical  economies  of 
pumping  stations  and  settling  basins;  as  the  metropolis  grows  it  must 
reach  for  distant  waters  and  carry  its  wastes  to  the  far  wilderness. 

A  very  large  part  of  the  public  sector  including  the  legislative 
and  regulatory  activities  of  government,  the  administration  of  social 
welfare,  the  operation  of  the  courts,  the  provision  of  education,  the 
assessment  of  property,  the  inspection  of  buildings,  and  the  delivery 
(as  distinct  from  the  collection  and  sorting)  of  mail  dispenses  handi- 
craft services  in  small  doses  so  that  the  advantages  of  large  scale 
production  depend  primarily  on  the  specialization  of  personnel. 
(Financing  and  purchasing,  of  course,  are  another  chapter  of  the 
story.)  These  savings  in  turn  are  likely  to  be  exhausted  by  the  time 
the  organization  achieves  some  moderate  size.  A  school,  for  example, 
with  several  hundred  teachers  (serving  four  or  five  thousand  pupils) 
achieves  most  of  the  important  economies  of  pedagogical  special- 
ization. A  social  welfare  bureau  with  about  four  hundred  case  workers 
(serving   twenty    thousand   clients),    a   court   with   several   hundred 


177 


judges  and  related  officials,  and  a  national  transportation  agency  with 
about  a  thousand  officials  and  clerks  represent  the  optimum  for  their 
respective  fields  so  that  any  further  increases  in  size  resulting  from  an 
increase  in  the  area  and  population  they  serve  are  not  likely  to  be 
accompanied  by  any  further  decreases  in  unit  costs. 

2.     Organization 

Administration  is  at  once  the  blessing  and  the  curse  of  the 
modern  age  with  much  of  our  very  best  talent  devoted  to  planning, 
coordinating,  and  directing  the  work  of  others.  Up  to  a  point,  a 
large  unit  can  be  administered  more  efficiently  than  a  small  one 
because  of  the  advantages  of  specialization  in  the  various  tasks  of 
organization.  In  the  very  small  firm  the  head  of  the  enterprise  does 
everything;  he  keeps  the  books,  hires  the  workers,  buys  the  raw 
materials,  sells  the  product,  and  manages  the  production  line.  By 
neither  training  nor  native  aptitude  is  he  equally  adept  at  all  these 
things.  When  the  size  of  the  firm  increases  he  hires  a  man  to  look 
after  his  accounts,  another  to  take  care  of  purchasing  and  selling,  and 
still  another  to  supervise  production.  But  let  the  enterprise  grow 
larger  still  and  specialized  departments  conduct  all  these  functions, 
with  battalions  of  experts  supervising  the  most  minute  details  of  its 
operations  whilst  the  head  of  the  firm  is  free  to  attend  to  the  great 
questions  of  business  strategy.  Up  to  the  point  where  the  branches 
exfoliate  beyond  the  capacity  of  the  trunk  to  bear  them,  these 
corporations  are  wonderfully  efficient.  Where  Organization  Man  in 
his  gray  flannel  vestments  performs  the  mysterious  rituals  of  adminis- 
tration, the  division  and  subdivision  of  the  various  tasks,  the  careful 
attention  to  the  most  trivial  details,  the  painstaking  evolution  of 
departmental  routines,  and  the  rational  pursuit  of  technical  economies 
confer  a  decided  advantage  upon  the  large  corporation. 

The  advantages  of  organizational  specialization  are,  surely,  not 
less  important  for  the  public  sphere  than  they  are  for  the  private 
sphere.  Indeed  the  history  of  administration  shows  that  the  concept 
of  departmental  organization  together  with  the  art  of  managerial 
coordination  for  large  numbers  of  people  and  masses  of  material 
seminated  in  kingdoms  and  armies  long  before  they  developed  in 
private  business.  Egypt  under  the  Pharaohs,  China  under  The 
Constitution  of  Chow,  and  Rome  under  the  Emperors  afford  early 
and  illustrious  examples  of  the  art  of  public  administration,*,  and 
the  modern  bureaucracy,  with  all  its  manifold  ramifications,  testifies 
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to  the  efficacy   (or  the  inevitability)   of  large  scale  specialization  in 
the  organization  of  government. 

Though  the  pattern  of  specialization  in  public  bureaus  resembles 
that  of  private  firms,  the  types  and  kinds  of  jobs  are  apt  to  be 
somewhat  different.  Being  provided  with  captive  consumers,  the 
public  organization  employs  no  salesmen.  (Exception:  public  utilities 
in  direct  competition  with  private  enterprise.)  Being  financed  by 
involuntary  contributions  rather  than  by  equity  capital,  the  tax 
collector  of  a  governmental  body  performs  a  task  that  has  no  precise 
counterpart  in  private  business.  Being  constrained  by  the  policies  of 
a  legislative  assembly,  the  chief  executive  of  a  public  organization 
has   fewer   degrees   of   freedom   than   the   private   entrepreneur. 

3.     Buying  and  Selling 

Buying  and  selling  in  large  quantities  is  often  cheaper,  and 
sometimes  very  much  cheaper,  than  purchasing  or  marketing  a 
piece  at  a  time.  For  the  unit  cost  of  writing  a  requisition,  paying  or 
presenting  a  bill,  and  sending  out  a  salesman  will  be  lower  when 
the  number  of  units  in  each  transaction  is  larger.  The  cost  of 
delivering  a  large  order  to  a  single  place  is  smaller  than  the  cost 
of  transporting  the  same  quantity  to  many  places.  Moreover,  a  large 
order  assures  the  seller  a  sizeable  volume  of  business  over  a 
considerable  period  of  time,  a  reduction  in  uncertainty  for  which  he 
is  willing  to  pay  a  premium  in  the  form  of  a  quantity  discount. 
Finally,  the  benefit  of  large  scale  advertising,  particularly  advertising 
on  a  national  scale,  is  no  small  part  of  the  advantages  of  being  big. 
The  rates  per  thousand  readers,  the  evidence  seems  to  show,  are 
smaller  for  national  magazines  than  they  are  for  local  newspapers. 
Visibility  carries  conviction,  and  a  nationally  advertised  brand  inspires 
an  automatic  (though  quite  unfounded)  presumption  of  quality  in  a 
market  where  the  consumer  has  neither  the  time  nor  the  resources  to 
investigate  before  he  buys. 

The  benefits  of  large  scale  purchasing  are  available  to  the  public 
sphere  as  readily  as  they  are  to  the  private  sphere  and  when  not 
encumbered  by  malfeasance  or  incompetence,  governments  take  full 
advantage  of  the  economies  of  quantity  buying.  The  proportional 
savings  are  somewhat  smaller  because  the  public  sphere  devotes  a 
larger  fraction  of  its  expenditures  to  labor  and  a  smaller  fraction  to 
goods  and  equipment  than  is  true  of  private  business.  In  recent 
years,  for  example,  about  one  fourth  of  the  non-financial  outlays  of 
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American  corporations  went  to  labor,  while  three  fourths  went  to  raw 
materials,  semi-finished  products,  and  equipment;  by  contrast,  three 
eighths  of  the  outlays  of  the  national  government  and  nearly  half 
of  the  expenditures  of  states  and  localities  went  for  wages  and 
salaries. 7 

Since  the  demand  for  public  services  is  constituted  on  different 
principles  from  that  for  private  commodities,  so  that  government 
neither  sells  nor  advertises  extensively,  the  advantages  of  large  scale 
marketing  play  very  little  part  in  the  public  sphere.  The  exceptions 
are  more  important  for  their  political  than  for  their  economic  con- 
sequences. In  addition  to  temporary  appeals  to  patriotism  during 
wars  and  emergencies,  (e.g.  recruiting  soldiers  in  World  Wars  I 
and  II,  promoting  compliance  with  the  Code  during  the  regime  of 
the  NRA,  and  touting  the  virtues  of  price  control  in  the  heyday  of 
the  OPA),  the  permanent  advertising  efforts  of  the  national  govern- 
ment are  devoted  to  such  worthy  causes  as  the  sale  of  savings  bonds, 
the  recruitment  of  military  manpower,  the  prevention  of  forest  fires, 
and  the  encouragement  of  Postal  Savings.  States  and  localities  make 
sporadic  and  limited  use  of  newspapers,  broadcasting,  and  the  mails 
to  recruit  skilled  personnel,  apprehend  criminals,  and  advise  auto- 
mobile drivers.  For  both  national  and  state-local  governments,  there- 
fore, the  advantages  of  large  scale  advertising,  while  measurable,  are 
rather  limited  since  so  small  a  portion  of  their  accomplishments  rests 
upon  the  success  of  these  appeals  to  public  sentiment.  Even  when 
a  big  government,  such  as  a  state  or  the  nation,  has  lower  advertising 
costs  and  a  more  honorific  brand  name  than  a  small  government, 
such  as  a  city  or  a  school  district,  the  difference — while  important 
for  the  limited  purposes  where  advertising  is  appropriate — makes  only 
the  most  modest  contribution  to  the  general  efficiency  of  government. 

4.     Financing 

In  the  market  for  investment  capital  the  large  firm  has  enormous 
and  indisputable  advantages  over  the  firm  whose  scope  is  small  and 
whose  name  is  unknown.  Other  things  the  same  (i.e.,  for  the  same 
industry,  the  same  market  and  the  same  phase  of  the  business  cycle), 
the  large  enterprise  secures  capital  from  every  source  more  readily 
and  more  cheaply  than  its  smaller  rival.  For  short  term  funds  from 
the  banks,  the  big  firm  pays  a  smaller  risk  premium  than  the  small 
firm. 8  For  long  term  capital  from  the  bond  market,  the  securities  of 
the  large  enterprise  command   a  premium  over  those  of  the  small 
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one.  Last  and  most  vital  of  all,  for  equity  capital  from  the  stock 
market,  the  large  firm  reaches  a  market  whose  scope  and  terms  the 
small  firm  cannot  match;  witness  the  aristocrats  of  industry  listed 
on  the  large  exchanges  such  as  the  New  York  Stock  Exchange  and 
its  more  modest  but  still  potent  rival  the  American  Stock  Exchange. 
Of  the  reasons  for  these  advantages  the  most  important,  surely,  is 
the  evidence  of  the  power  to  survive  and  prosper  which  the  large 
firm  affords  to  the  investor  in  a  market  where  knowledge  is  both 
elusive  and  expensive.  Second  is  the  visibility  and  prestige  of  the 
brand  name,  a  significant  attraction  for  the  investor  of  moderate 
means  confronted  with  an  immoderate  number  of  uncertain  alterna- 
tives. Third  is  the  lower  unit  cost  of  administering  million-dollar 
transactions  rather  than  thousand-dollar  transactions,  a  minor  and 
incidental  advantage  at  banks  and  brokerage  houses.* 

Advantages  of  large  scale  financing  in  the  public  sphere,  though 
by  no  means  insignificant,  are  limited  to  the  sale  of  short  term  notes 
and  long  term  bonds  since  governments  have  no  owners  and  vend 
no  equities.  With  taxes  and  subsidies  received  infrequently  but 
expenditures  and  wages  disbursed  continuously,  governments  have 
many  occasions  for  short  time  loans.  While  short  term  borrowing 
arises  from  the  need  to  finance  a  continuous  stream  of  current 
expenditures  by  a  discontinuous  flow  of  current  receipts,  long  term 
borrowing  comes  from  a  discrepancy  in  the  other  direction,  namely 
from  a  lump  of  capital  expenditures  for  both  replacement  and 
expansion  too  large  to  be  conveniently  covered  by  the  annual  flow 
of  revenue.  For  the  national  government  borrowing  is  also  a  deliberate 
instrument  of  monetary  and  fiscal  policy. 

In  both  the  banks  and  the  bond  market  the  large  unit,  with  its 
greater  visibility  and  wider  tax  base,  pays  a  smaller  risk  premium 
than  the  small  unit.  For  the  state  of  California  or  the  Commonwealth 
of  Pennsylvania,  chances  of  default  are  small  though  by  no  means 
infinitesimally  small;  but  for  the  Claremont  Unified  School  District 
or  the  city  of  Scranton,  the  money  market  reckons  the  possibility  of 
bankruptcy  as  decidedly  greater  than  zero  and  charges  a  premium 
accordingly. 


Expressing  the  supply  of  capital  as  the  demand  for  stocks,  bonds,  and  notes,  we 
find  that  the  financial  advantages  of  the  large  firm  are  revealed  by  a  demand 
schedule  for  its  securities  which  is  both  higher  at  every  point  and  more  elastic 
throughout  its  entire  range  than  the  corresponding  schedules  for  its  smaller 
rivals. 
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That  the  securities  of  small  units  are  generally  regarded  as 
riskier  than  those  of  large  units  imposes  additional  burdens  upon  their 
borrowing  power.  For  the  greater  the  risk  the  greater  is  the  likelihood 
of  fluctuations  in  price  during  the  life  of  the  bond  so  that  the 
buyer,  who  knows  that  he  may  wish  to  sell,  faces  an  uncertain 
market  for  his  security.  While  the  price  may  go  up  as  well  as  down, 
the  expected  utility  of  the  gains  may  be  inferior  to  that  of  the 
losses  so  that  he  is  unwilling  to  offer  as  much  for  a  fluctuating  stream 
of  values  as  he  is  for  a  stable  one  with  the  same  actuarial  value. 9 

5.     Adapting  to  Uncertainty 

Given  the  varieties  of  nature  and  the  limitations  of  man,  life 
in  general  and  economic  affairs  in  particular  are  inherently  uncertain. 
The  individual  firm  faces  the  prospect  of  continuous  and  unexpected 
changes  in  the  demand  for  its  product,  the  supply  of  its  resources,  and 
the  character  of  its  technology.  In  adapting  to  these  uncertainties 
the  small  firm,  with  its  limited  number  of  branches  and  offices  and  its 
relatively  short  chain  of  command,  can  move  more  rapidly  and  decide 
more  quickly.  All  the  other  trumps,  however,  are  in  the  hands  of  the 
large  firm;  and  the  large  firm  erects  the  barrier  of  diversity  against 
the  threat  of  uncertainty.  It  makes  many  things  rather  than  a  few 
things  so  that  it  counters  a  fall  in  demand  for  one  product  by 
shifting  to  another  product.  It  has  many  sources  of  supply  so  that 
it  offsets  the  failure  of  any  one  of  them  by  calling  upon  the  others. 
And  it  has  a  wide  variety  of  products  with  a  corresponding  variety 
of  technical  processes  so  that  new  ideas  or  new  inventions  are  unlikely 
to  render  all  its  plant  and  equipment  obsolete  at  one  blow. 

This  side  of  catastrophe,  the  benefits  of  size  and  diversity  in 
adapting  to  risk  and  uncertainty  are  far  less  vital  for  the  public 
than  for  the  private  sector.  Uncertainty  there  is  indeed;  bankruptcy 
of  government  agencies, |0  even  in  these  piping  times  of  prosperity,  is 
no  idle  possibility;  and  the  large  unit — particularly  the  unit  with  a 
broad  economic  base — is  more  likely  to  survive  than  the  small  unit. 
A  single-purpose  agency  such  as  a  turnpike  authority  may  have  more 
trouble  paying  its  bondholders  than  a  multi-purpose  organization 
with  diversified  sources  of  revenue.  (Witness  the  West  Virginia  toll 
roads.)  But  governments  so  seldom  default  and  even  more  seldom 
disappear  that  the  relation  between  size  and  survival,  which  looms 
so  large  in  the  private  sector,  shrinks  to  insignificance  in  the  public 
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sphere.    As  Gulick  has  remarked,  compulsion  and  tradition  conspire 
to  create  immortality  for  public  bodies. 

Government  organizations  seem  to  be  extraordinarily  immune 
to  evolutionary  changes.  Next  to  the  church,  they  are  in  all 
civilizations  the  most  vigorous  embodiments  of  immortality.  A 
governmental  unit  is  by  nature  a  monopoly,  and  is  thus  not  subject 
to  the  purifying  influence  of  competition.  It  does  not  have  a  profit 
and  loss  record;  its  balance  sheet  is  buoyed  up  by  "good  will"; 
its  product  is  priceless  and  often  imponderable;  its  deficits  are 
met  from  taxes,  loans  and  hope.  Under  these  conditions  a 
governemental  unit  can  continue  for  many  years  after  its  utility 
has  passed,  or  its  form  of  organization  or  program  have  become 
obsolete.,, 

6.     Summary 

We  have  examined  five  separate  reasons  for  the  economies  of 
large  scale  operation  in  both  private  and  public  organizations: 
production,  organization,  buying  and  selling,  financing,  and  adapting 
to  uncertainty.  All  these  reasons  are  variations  on  a  common  theme, 
depending  as  they  do  on  the  existence  of  a  process  which  cannot  be 
conducted  as  effectively  and  efficiently  on  a  small  scale  as  it  can  on 
a  large  scale.  In  the  rubric  of  economics,  such  processes  are 
"indivisible";  they  require  some  minimum  rate  of  output  in  order 
to  achieve  minimum  cost  per  unit  and  when  the  output  is  a  half, 
a  quarter,  or  a  tenth  as  large  as  the  minimum  the  process  cannot  be 
reproduced  at  a  half,  a  quarter,  or  a  tenth  of  its  former  scale.  It 
cannot  because,  in  general,  the  resources  themselves  come  in  incon- 
veniently large  sizes  while  the  natural  relations  that  govern  the 
processes  of  production  do  not  permit  the  reduction  of  every  dimension 
by  precisely  the  same  proportion.  Thus  a  group  of  ten  men  cannot 
achieve  the  same  degree  of  specialization  as  a  group  of  one  hundred; 
a  blast  furnace  with  a  capacity  of  one  ton  has  a  higher  ratio  of 
outside  area  to  inside  volume  than  a  furnace  with  a  capacity  of  one 
hundred  tons. 

Now  the  advantages  of  scale,  from  whatever  source  derived, 
eventually  come  to  an  end.  We  know  that  they  do  so  in  the  private 
economy  for,  otherwise,  every  industry  would  fall  into  the  hands  of 
a  single  firm.  We  suspect  that  they  do  in  the  public  economy  for 
observation   and   experience   afford   glimpses   of   their  limits. 
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What  happens  when  these  economies  are  exhausted?  Having 
minimized  its  unit  costs  by  maximizing  the  advantages  of  specializa- 
tion, can  the  business  firm  or  the  government  agency  expand  without 
visible  limit  at  constant  costs  per  unit?  In  the  general  case  it  cannot 
do  so.  For  as  the  firm  or  the  agency  becomes  larger  and  larger  it 
not  only  drains  the  well  of  specialization  dry  but  dissipates  the  waters 
with  a  surfeit  of  buckets.  Beyond  a  certain  scale,  a  scale  which  varies 
with  the  type  of  private  commodity  or  public  service  and  with  the 
abilities  of  the  entrepreneur  or  bureau  chief,  the  disadvantages  of  size 
become  so  great  that  unit  costs  commence  to  climb.  To  the  nature 
of  these  handicaps  we  now  turn. 

B.     The   Disadvantages   of  Size 

Having  seen  the  advantages  which  size  confers  upon  the  private 
firm  and  the  public  agency,  we  now  examine  the  forces  that  tend  in 
the  opposite  direction,  forces  that  first  retard  and  then  overwhelm 
the  economies  of  large  scale  operation.  Beyond  these  limits  expansion 
is  unprofitable  for  the  business  firm  and  uneconomical  for  the 
government  organization.  All  these  forces — except  the  last  one — are 
different  aspects  of  a  single  problem,  the  problem  of  coordination. 
Their  investigation  is  all  the  more  necessary  because  they  apply  in 
equal  measure  to  public  and  to  private  organizations  so  that  the 
merits  of  decentralized  government — of  which  Federalism  is  a  par- 
ticular instance — rest  in  no  small  measure  upon  the  disabilities 
enumerated  below:  the  scope  effect,  the  span  and  chain  effect,  the 
factorial  effect,  the  empire  effect,  the  pyramid  effect,  and  the 
transport  effect. 

1.     The  Scope  Effect 

The  greater  the  number  of  tasks  the  organization  performs  and 
the  larger  the  number  of  divisions  it  encompasses,  the  smaller  is  the 
fraction  of  time  and  effort  which  the  chief  can  devote,  directly  or 
indirectly,  to  any  one  of  them.  Inevitably,  therefore,  his  attention 
divides  as  the  unit  mutiplies. 

The  executive  (or  the  cabinet  or  the  board)  is  responsible  in 
theory  and  accountable  in  practice  for  the  success  or  failure  of  the 
enterprise,  an  obligation  he  discharges  by  designing  policies  and 
choosing  the  people  to  implement  them.  He  (or  it)  delegates  decisions 
through  a  line  and  staff  organization  in  which  no  more  than  a 
handful  of  individuals,  each  a  suzerain  of  a  portion  of  the  empire, 


184 


reports  to  him  directly.  Thus  the  larger  the  organization  becomes, 
the  more  general  are  the  problems  he  resolves,  the  less  specific  are 
the  policies  he  enunciates  and  the  more  diffused  are  the  influences  he 
creates.  Unity  of  purpose,  coherence  of  structure,  and  consistency  of 
function — all  are  weakened  and  ultimately  devoured  as  the  adminis- 
trator, like  the  Minotaur  in  the  maze,  becomes  the  imprisoned  ruler 
of  the  labyrinth. 

The  disabilities  of  the  scope  effect,  and  indeed  of  all  the  effects 
that  are  listed  below,  are  inversely  proportional  to  the  capacities  of 
the  chief  executive  or  of  the  policy  group.  Some  men  have  the  genius 
to  rule  kingdoms,  others  have  the  talent  to  manage  a  small  satrapy 
or  a  medium  sized  firm,  and  still  others  possess  the  ability  to  direct 
no  more  than  a  few  people  at  very  simple  tasks. 

2.     The  Span  and  Chain  Effect 

The  elongation  of  the  chain  of  command  as  the  pyramid  acquires 
additional  layers  with  increasing  size  represents  an  additional  hazard 
to  the  large  organization.  This  effect,  the  chain  effect,  increases  the 
difficulty  of  sending  orders  from  top  to  bottom  and  information  from 
bottom  to  top.  On  the  other  hand,  the  executive  can  shorten  the 
length  of  the  chain  and  reduce  the  number  of  levels,  but  only  at  the 
expense  of  enlarging  the  span  of  control,  i.e.,  the  number  of  persons 
at  one  echelon  who  report  to  a  supervisor  at  the  next  higher  echelon. 
A  long  chain  of  command  (as  in  an  Army  division  where  the  battle 
group,  the  battalion,  the  company,  the  platoon,  and  the  squad 
separate  the  commanding  general  from  the  front  line  soldier)  means 
vertical  diffusion  of  authority,  while  an  extensive  span  of  control  (as 
in  the  Office  of  the  President  where  several  hundred  people  have 
direct  access  to  the  Chief  Executive)  means  horizontal  diffusion  of 
authority. 

To  mitigate  these  evils  the  organization  employs  an  impressive 
arsenal  of  special  devices.  )2  It  may  change  its  structure  by  decentral- 
izing decisions  to  lower  echelons,  by  separating  line  from  staff 
personnel,  by  forming  committees  to  deal  with  special  problems,  and 
by  erecting  additional  lines  of  communication  to  capture  and  return 
information.  It  may  alter  its  function  by  creating  informal  and  ad  hoc 
channels  of  interaction  that  bypass  the  established  structure  of 
authority. 1 3  It  may  change  its  personnel  by  replacing  its  present  staff 
with  people  who  can  bear  the  burden  of  working  in  the  cold  and 
impersonal  atmopshere  of  the  large  organization  where  someone  on 
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the  heights  above  makes  all  the  important  decisions.  Or  it  may 
change  its  atmopshere  by  introducing  a  spirit  of  permissiveness  and 
independence  into  its  pattern  of  interpersonal  relations.  The  larger 
the  unit  the  more  inevitable  and  necessary  these  changes  become. 
At  'best,  however,  they  do  but  modify  the  chain  effect  in  a  minor 
and  incidental  fashion. 

3.  The  Factorial  Effect 

The  occasion  for  the  factorial  effect  is  the  dependence  of  one 
department  or  division  upon  the  work  done  by  another  and  the 
concomitant  necessity  of  communication  and  agreement  about  the 
nature  of  the  job  and  the  scheduling  of  the  work.  Two  departments 
require  but  one  pair  of  contacts  across  departmental  lines;  three 
departments  mean  three  pairs  of  contacts,  while  four  departments 
entail  six  pairs    (1-2,    1-3,    1-4,  2-3,  2-4  and  3-4).    By  extension, 

n  departments  require  -x  (n—  1)  pairs  of  cross  contacts  or  the  sum  of 

(n— 1)  factorial.  Thus  10  departments  mean  45  pairs,  with  the 
number  of  such  acts  of  coordination  rising  at  an  increasing  rate 
because  an  eleventh  or  twelfth  unit  contributes  10  and  11  more 
pairs,  respectively,  to  the  original  total. 

But  this  is  not  the  end.  Some  problems  demand  horizontal 
contact  between  three  departments,  four  departments,  or  even  all 
departments  in  the  enterprise;  and  the  number  of  combinations 
formed  by  taking  the  n  divisions  of  an  enterprise  2,  3  ...  n  at  a 
time  is  2n  —  n— 1.  Ten  departments,  for  example,  involve  the 
incredible  total  of  1013  pairs,  triplets,  quartets,  etc.|4  The  time  and 
effort  expended  on  these  errands,  together  with  the  error  and 
confusion  which  they  invite,  tax  the  resources  and  threaten  the 
survival  of  the  large  scale  organization. 

4.  The  Empire  Effect 

The  large  organization  is  afflicted  by  the  tendency  of  the 
department  to  grow  without  visible  limit  till  it  threatens  the  survival 
of  its  host.  As  the  division  grows  in  size  till  it  acquires  a  platoon 
of  executives,  a  battalion  of  assistants  and  an  army  of  clerks,  each 
subject  of  the  empire  is  diligent  and  faithful  to  his  task,  but  his  task 
may  not  be  worth  doing  because  its  costs  exceed  its  benefits  to  the 
organization  as  a  whole.  Such  kingdoms  flourish,  however,  in  both 
private  and  public  organizations  because  the  administrator's  impor- 
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tance  is  shown  by  the  number  of  people  beneath  him  and  because 
the  staff's  ingenuity  is  demonstrated  by  the  variety  of  things  it  sees 
to  do.  Even  though  innocent  of  the  desire  to  aggrandize,  the  members 
of  the  department  devise  new  services  to  perform,  new  products  to 
manufacture,  new  responsibilities  to  undertake  and,  always,  new 
reports  to  require,  and  though  these  innovations  be  launched  as  an 
experiment,  they  come  soon  to  be  defended  as  a  necessity. 

In  this  connection  that  able  and  lively  chronicler  of  the  expan- 
sion of  empire,  C.  Northcote  Parkinson,  states  that  the  staff  of  a 
government  bureau  grows  at  a  predetermined  rate  per  annum 
regardless  of  the  work  to  be  done.  True,  it  does  grow;  true  also,  it 
grows  because  in  size  lies  status  and  strength.  But  the  triumph  of 
bureaucracy  over  efficiency  is  founded  not  alone,  or  not  simply,  upon 
the  tendency  of  workers  to  exceed  work;  it  is  founded  also  upon  the 
tendency  of  officials  to  invent  work  and  to  discover  things  that  need 
doing.  Not  stagnation  but  excessive  innovation  is  the  cause  of 
Parkinson's  Disease. 

As  the  empires  grow  ever  larger,  an  additional  disability  emerges 
which,  unless  speedily  checked,  brings  confusion  and  ruin  in  its 
wake:  the  semi-independent  principalities  commence  to  fight  with  one 
another  either  because  one  of  them  seizes  upon  a  pretext  for  doing 
the  work  of  another  or  because  one  of  them  contrives  an  objection 
against  the  way  in  which  the  other  performs  its  portion  of  some 
common  obligation.  Thus  in  a  manufacturing  concern,  "production" 
feuds  with  "engineering;"  "engineering"  feuds  with  "research,"  and 
the  operating  departments  despise  the  financial  department  because  of 
the  limits  it  imposes  upon  them.  In  the  national  government  the  wars 
between  the  bureaus  are  an  historic  landmark  of  the  Washington 
scene,*  while  the  struggle  between  Agriculture  and  Interior  for  the 
control  of  conservation  and  natural  resources**  rages  with  a  ferocity 
difficult  to  imagine.  Given  the  independent  political  strength  of 
Bureaus  and  Departments,  neither  Secretary  nor  President  proves 
able  to  stay  these  feuds. 

*  Example:  The  feud  between  the  Children's  Bureau  and  the  Bureau  of  Public 
Assistance,  both  of  which  provide  aid  to  dependent  children  on  a  competing  and 
overlapping  basis. 

** Example:  The  Forest  Service  of  the  Department  of  Agriculture  versus  the  Park 
Service  of  the  Department  of  the  Interior  who  manage  the  nation's  timber 
resources  and  park  facilities  more  in  discord  than  in  harmony. 
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5.     The  Pyramid  Effect 

The  larger  the  unit,  the  greater  is  the  proportionate  cost  of 
holding  the  parts  together,  since  an  expansion  in  the  number  of 
workers  spells  a  more  than  proportionate  increase  in  the  number  of 
executive  supervisors.  The  magnitude  of  the  pyramid  effect,  a  purely 
technical  relation  between  size  on  the  one  hand  and  administrative 
costs  on  the  other  hand,  depends  on  the  length  of  the  span  of  control. 

Given  a  span  of  control  of  1  to  5,  an  organization  of  5  operators 
requires  1  supervisor,  with  a  ratio  of  executives  to  operatives  of  1 
to  5  or  20  per  cent,  while  an  organization  of  25  entails  6  supervisors 
— 5  on  the  first  echelon  and  1  on  the  second — with  a  ratio  of 
executives  to  operatives  of  6/25  or  24  per  cent.  As  the  pyramid 
proliferates,  this  ratio  rises. 

The  ratio,  however,  rises  more  and  more  slowly  as  the  pyramid 
grows,  and  eventually  approaches  a  limit.  Increase  the  number  of 
operatives  from  5  to  25  and  the  ratio  rises  from  20  to  24  per  cent, 
but  increase  them  five-fold  again  (from  25  to  125  with  an  increase  in 
supervisors  from  6  to  31)  and  the  ratio  grows  from  24  to  24.8  per 
cent.  As  the  organization  becomes  indefinitely  large,  the  ratio 
approaches  the  limit  of  25  per  cent.  And  for  the  general  case  the 
value  of  the  limit  is  the  reciprocal  of  one  less  than  the  span  of  control. 

S  =  span  of  control 

N  =  number  of  operatives 

E  =  number  of  executives  or  supervisors 

R  =  ratio  of  executives  to  operatives 

For   any   given   organization   N/S    =    number   of   first   echelon 

supervisors;  -A---Q-  or  N/S2  =  number  of  second  echelon  supervisors, 

etc.    (The  number  of  echelons,  e,  is  indicated  by  N/Se  =    1,  so  that 
e    =    InN/lnS.)     As  N  becomes  indefinitely  large,   the  number  of 

executive  supervisors  is  given  by:(l)E  =  -^-  +  -^-  +  -^  +   .  .  . 


N 

S-l 

But  the 

ratio 

of  executives  to 

operators  is: 
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R  = 

E 
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(3) 
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For  a  span  of  control  of  5,  the  ratio  approaches  the  limit  l/4 
and  for  a  span  of  control  of  10,  the  limit  1/9  etc.  Thus  while  the 
pyramid  effect  is  unfavorable,  it  is  not  spectacularly  so  because,  in 
the  simple  case,  the  ratio  of  supervisors  to  front  line  workers  increases 
at  a  decreasing  rate  and  converges  to  a  limit.  A  simple  example, 
based  on  a  span  of  control  of  1  to  10,  illustrates  the  reason  for 
convergence.  The  first  10  men  require  1  first  echelon  supervisor; 
the  next  90  demand  9  first  echelon  and  one  extra  (second  echelon) 
administrator.  But  900  more  can  be  added  to  the  original  100  before 
exhausting  the  capacity  of  another  additional  (third  echelon)  super- 
visor, while  9,000  more  create  a  position  for  a  fourth  echelon  execu- 
tive. Larger  and  larger  numbers  of  front  line  workers  are  associated 
with  the  addition  of  each  extra  supervisor  to  the  top  of  the  pyramid. 

A  number  of  opposing  influences,  however,  modify  the  conver- 
gence of  the  pyramid  effect.  First,  the  span  of  control  tends  to  be 
smaller  on  the  top  than  on  the  bottom  of  the  hierarchy  so  that  while 
a  foreman  can  easily  oversee  the  work  of  a  dozen  men,  even  an 
excessively  agile  and  ambitious  vice  president  can  scarcely  take  care 
of  half  that  number.  Second,  the  supervisor  ordinarily  commands  a 
staff,  which  becomes  more  numerous  and  elaborate  as  one  ascends 
the  upper  reaches  of  the  pyramid.  Third,  the  proportionate  rise  in 
administrative  personnel  by  no  means  equals  the  proportionate  rise 
in  costs,  inasmuch  as  those  at  the  top  earn  more  than  those  on  the 
bottom.  All  things  considered,  therefore,  an  increase  in  the  size  of  the 
organization  entails  a  more  than  proportionate  rise  in  the  costs  of 
administration  per  se. 

The  widespread  belief,  incidentally,  that  consolidating  organiza- 
tions reduces  personnel  does  not,  when  properly  examined,  contradict 
the  logic  of  the  pyramid  effect.  For  reduction  of  overhead  occurs  only 
when  the  separate  organizations  fail  to  use  the  full  capacity  of  their 
administrators.  Given  a  potential  span  of  control  of  1  to  5,  a  merger 
between  two  organizations,  one  having  3  departments  with  3  first  and 
1  second  echelon  administrator  and  another  having  2  departments 
with  2  first  and  1  second  level  administrator,  allows  one  of  the 
chiefs  to  be  pensioned  off.  Additional  and  quite  spectacular  savings 
also  occur,  of  course,  if  the  merger  prompts  an  inquiry  into  long 
standing  causes  of  waste  and  malfeasance. 
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6.  The  Transport  Effect 

Other  things  the  same,  the  greater  the  size  of  the  installation 
the  longer  is  the  distance  which  supplies  must  travel  and  the  further 
is  the  market  which  products  must  reach.  Increasing  distance  means 
higher  cost,  an  economic  and  technical  limitation  that  applies  mainly 
to  the  branch  or  the  plant  rather  than  to  the  agency  or  the  firm. 
Rising  transport  costs  in  both  directions  limit  the  concentration  of 
private  or  public  facilities  at  any  given  point.  For  a  private  or 
public  unit  that  dispenses  services  on  the  premises,  the  customers  or 
the  clients  bear  the  costs  of  reaching  the  market.  But  the  distance  a 
man  must  travel  in  order  to  borrow  a  book  from  a  library,  receive 
advice  on  his  crops,  or  register  for  unemployment  compensation  must 
be  reckoned  among  the  total  costs  of  the  service. 

7.  Summary 

The  other  side  of  the  coin  of  specialization  is  interdependence, 
and  interdependence  creates  the  problem  of  coordination.  Within  the 
organization,  coordination  demands  administration.  Administering  and 
coordinating  the  enterprise  is  more  difficult  for  large  organizations 
than  for  small  ones,  and  its  disabilities  increase  at  a  cumulative  rate 
for  each  and  every  increment  of  growth  from  the  very  smallest  to 
the  very  largest  units. 

Administration,  it  goes  without  saying,  is  superfluous  in  a  world 
of  certainty  which  knows  all  causes  and  consequences  and  which 
reduces  every  action  to  (monotonous)  routine.  But  in  the  uncertain 
universe,  the  universe  of  unsolved  problems  and  unlimited  choices, 
entrepreneurship  and  decision-making  are  both  highly  necessary  and 
exceedingly  difficult.  Each  private  enterprise  and  each  public  agency 
represents  a  specific  collection  of  uncertainties,  a  particular  aggregate 
of  problems  and  possibilities. 

In  view  of  the  scope  effect,  the  span  and  chain  effect,  the 
factorial  effect,  the  empire  effect,  and  the  pyramid  effect,  the  burdens 
of  coordination,  we  should  hazard,  are  geometrically  proportional  to 
the  size  of  the  unit.  For  any  given  level  of  administrative  ability, 
coordinating  an  organization  with  four  departments  offers  fourfold 
the  difficulty  of  coordinating  one  with  two  departments.  Or,  conver- 
sely, coordinating  the  unit  at  any  given  level  of  effectiveness  demands 
four  times  as  much  ability  for  a  four  department  enterprise  as  for  a 
two  department  organization. 


190 


In  addition  to  the  costs  it  creates  for  the  organization,  the 
uninhibited  pursuit  of  specialization  imposes  burdens  on  society  as 
well.  Size  and  specialization  within  the  organization  begets  a  race 
of  assembly  line  automatons  condemned  to  a  repetitive  routine  that 
constricts  the  mind  and  imprisons  the  spirit.  Specialization  between 
organizations  creates  a  social  order  of  mutual  interdependence  subject 
to  periodic  breakdowns  when  its  connections  do  not  connect;  the 
smaller  is  the  portion  of  the  whole  created  by  each  of  the  parts,  the 
greater  is  the  need  for  external  coordination,  and  the  more  magnifi- 
cent is  the  opportunity  for  disaster  when  they  fail  to  work  together. 

C.     The  Balance  of  Advantages 

In  both  public  and  private  enterprise,  optimum  size  lies  at  the 
point  where  the  advantages  of  specialization  balance  the  disad- 
vantages of  coordination.  This  point  or  this  region  depends  upon  the 
type  of  activity  which  the  organization  undertakes  and  upon  the 
administrative  abilities  which  its  leaders  possess.  As  output  varies, 
the  unit  cost  of  creating  a  public  service  or  producing  a  private 
commodity  declines  when  the  advantages  of  large  scale  operation 
outweigh  the  disadvantages,  reaches  a  minimum  when  the  advantages 
balance  the  disadvantages,  and  then  rises  when  the  disadvantages 
overcome  the  advantages.  In  the  general  case  the  average  cost  curve, 
the  functional  relation  between  size  and  cost  (with  methods  of 
production,  supply  schedules  of  inputs*,  and  abilities  of  leadership 
constant),  resembles  the  figure  below. 


a  b  c 

Rate  of  Output  per  Period  of  Time 

Figure  2.     The  relation  between  unit  cost  and  scale  of  operation. 

Applying    to   public   as   well   as   private   organizations,   to  non- 
profit as  well  as  profit-seeking  agencies,  and  to  intangible  services 

*  The  supply  schedules  rather  than  the  prices  of  the  inputs  are  constant  because 
a  portion  of  the  advantages  of  large  scale  operation  is  the  quantity  discount 
received   from   suppliers  and  the  risk  reduction  secured  in  the  capital  market. 
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as  well  as  tangible  commodities,  the  elegant  and  symmetrical  curve 
of  Figure  2  indicates  that  the  organization  is  too  small  for  maximum 
efficiency  at  point  a,  too  large  at  c,  and  just  right  at  b. 

Now  the  exact  shape  and  slope  of  the  curve  depend  upon  the  type 
of  service  or  the  kind  of  product  the  organization  produces.  In  some 
lines  of  public  or  private  activity,  such  as  operating  schools  or 
weaving  cloth,  the  advantages  of  scale  are  soon  exhausted  so  that 
minimum  costs  are  achieved  at  quite  modest  outputs.  In  others,  such 
as  the  management  of  armies  or  the  manufacture  of  automobiles,  the 
advantages  of  large  scale  specialization  are  enormous  so  that  minimum 
costs  are  achieved  only  at  very  large  outputs.  In  all  lines  of  activity 
these  advantages  are  bound  to  end  eventually  and  when  they  do — 
or  sometimes  before  they  do — the  difficulties  of  coordination,  which 
have  been  biding  their  time  in  the  wings,  enter  the  stage  to  take 
over  the  play. 

The  degree  to  which  advantages  are  exploited  and  disadvantages 
counteracted  depends  also  upon  the  ability  of  the  leadership.  To 
operate  a  small  firm  or  public  agency  requires  a  moderate  amount 
of  executive  capacity,  to  operate  a  medium  sized  organization  demands 
still  more  ability,  and  merely  to  hold  together  a  very  large  organiza- 
tion demands  talent  as  rare  as  it  is  valuable.  Executives  of  the  very 
highest  abilities,  therefore,  will  be  found  in  those  activities  which 
provide  scope  and  occasion  for  their  talents — in  things  where  the 
natural  advantages  of  scale  are  very  great  and  where  the  rewards 
for  resolving  the  problems  of  administration  are  very  large. 

When  executives  of  very  different  talents  are  at  work  in  the 
same  line  of  endeavor  they  may  achieve  the  same  level  of  costs  at 
very  different  rates  of  output.  A  man  of  moderate  capacity  is  able 
to  supervise  a  small  organization  with  great  efficiency  and  effective- 
ness but  unable  to  hold  down  costs  as  the  unit  grows  larger  and 
larger,  while  the  man  of  rare  and  special  ability  reaches  his  full 
effectiveness  only  when  his  organization  is  very  large.  As  a  result 
the  minimum-cost  output  of  the  latter  may  be  very  much  greater 
than  the  minimum-cost  output  of  the  former.  Figure  3  illustrates. 
For  the  private  economy  these  differences  in  entrepreneurial  ability 
help  to  explain  the  existence  of  competitive  firms  of  vastly  different 
sizes  which  produce  the  same  product  for  the  same  market  at 
the  same  level  of  unit  cost.|5 
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Figure  3.     The  relation  between  size  and  cost  for  different  degrees 
of  executive  ability. 

1.     Size  and  Efficiency  in  Public  Organizations 

Having  completed  our  discussion  of  general  principles  and  having 
erected  a  model  of  the  efficient  organization,  we  may  apply  these 
principles  to  the  relation  between  size  and  efficiency  in  some  represen- 
tative public  organizations.  Our  application  is  deductive  and  hypo- 
thetical rather  than  empirical  and  conclusive;  it  suggests  questions 
rather  than  provides  answers.  For  the  inferences  we  draw  from  the 
model,  being  inferences  that  reflect  the  nature  of  the  administrative 
process,  are  hypotheses  rather  than  conclusions,  the  beginning  rather 
than  the  end  of  the  analysis.  To  test  them  the  facts  must  confront 
them,  and  by  confronting  prove  them  or  reject  them.  To  inquire  of 
the  evidence  and  to  listen  to  the  thousand  voices  in  which  it  speaks 
demands  an  ear  that  is  attuned  to  the  major  themes  and  variations 
in  the  institutions  of  government. 

Is  Rhode  Island,  for  instance,  too  small  and  New  York  or 
California  too  large  to  operate  effectively?  Have  the  Port  of  New 
York  Authority,  the  Pennsylvania  Turnpike  Authority,  or  the  Chicago 
Sanitation  District  bitten  off  more  than  they  can  chew?  What 
evidence  is  available  about  the  performance  of  the  London  County 
Council  or  the  Toronto  Metropolitan  Authority?  What  are  the 
strengths  and  weaknesses  of  a  national  police  force  such  as  Scotland 
Yard  or  the  G.P.U.?  Is  the  optimum  organization  for  school  adminis- 
tration the  county  district  of  Virginia  and  other  southern  states,  the 
township  district  of  Indiana,  or  the  small  local  unit  of  Nebraska  and 
other  midwestern  states?  Is  the  national  government  of  Switzerland 
more  effective  than  the  national  government  of  the  United  States  in 
the  common  functions  of  administration,  regulation,  and  taxation? 
How  has  technological  change  and  economic  development  affected  the 
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optimum  size  of  political  organizations  and  how,  if  at  all,  have 
improvements  in  the  art  and,  hopefully,  science  of  administration 
widened  the  effective  orbit  of  public  control?  (At  the  Constitutional 
Convention  of  1787  Oliver  Ellsworth  declared  that  Rhode  Island  was 
too  small,  Virginia  too  large,  and  Connecticut — his  state,  by  coinci- 
dence— just  right  for  effective  administration.  i6  If  this  were  true  for 
his  time,  is  it  still  true  for  ours?)  How  do  geographical  barriers 
influence  the  optimum  size  of  administrative  units?  (For  a  large 
territory,  mountains  divide  while  rivers  unify;  but  for  a  limited  area 
— such  as  the  metropolis  of  Minneapolis  and  St.  Paul — the  river  is  a 
barrier  rather  than  an  avenue.)  How  do  cultural  and  historical 
diversity  affect  the  administrative  unit?  Above  all,  how  can  we 
separate  the  element  of  size — whose  presence  is  so  visible  but  whose 
consequences  are  so  subtle — from  the  political,  cultural,  historical, 
and  geographical  determinants  of  effectiveness?  By  collecting  the 
available  evidence,  arranging  it  in  the  proper  order,  and  making 
informed  judgments  upon  it  the  science  of  politics  may  answer  these 
kinds  of  questions. 

Based  upon  the  nature  of  the  administrative  process,  a  number 
of  hypotheses  about  the  relation  between  size  and  efficiency  in  public 
organizations  suggest  themselves. 

The  advantages  of  large  scale  operation  are  far  less  considerable 
for  public  than  for  private  organizations,  whilst  the  disadvantages 
apply  with  equal  force  to  both.  Considering  the  relatively  moderate 
benefits  of  large  scale  production  in  the  public  sphere,  the  limited 
advantages  of  large  financing,  and  the  negligible  advantages  of 
advertising  and  adapting  to  uncertainty,  the  optimum  size  for  a  unit 
of  government  is  probably  quite  small. 

We  may  well  begin  with  the  national  government  itself.  Is  it 
not — we  must  ask  in  all  candor  and  charity— a  trifle  larger  than  it 
need  be  in  order  to  administer  its  functions  efficiently?! 7  By  this 
conjecture  we  do  not  mean  that  a  fraction  of  its  existing  manpower 
and  other  facilities  could  serve  its  present  territory  and  population. 
We  do  mean  that  it  is  on  too  grand  a  scale  for  some  of  its  functions 
and  that  its  services  would  be  cheaper  if  its  territory  were  smaller 
and  its  subjects  less  numerous,  an  hypothesis  that  applies  to  many 
of  the  great  states  of  the  modern  world. 

Even  granting,  however,  that  the  optimum  size  for  many  of 
the  regulatory  and  service  activities  of  national  governments  is 
relatively  small,   the  optimum  for  military  activities,  unfortunately, 
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(and  for  communications)  is  quite  large  so  that — in  the  absence  of 
other  arrangements — a  series  of  small  principalities  would  find  them- 
selves at  the  mercy  of  some  large  and  predatory  neighbor.  By  analogy 
with  the  private  economy,  however,  where  a  function  with  a  large 
optimum  (such  as  the  manufacture  of  steel)  separates  itself  from 
those  with  smaller  optima  (such  as  the  manufacture  of  nuts  and  bolts 
or  pins  and  needles),  other  arrangements  do  exist.  A  group  of  small 
states  can  form  an  alliance  for  their  mutual  protection  and  delegate 
to  it  the  management  of  their  armies.  While  such  an  alliance,  based 
solely  on  administrative  considerations,  seems  to  fly  in  the  face  of 
political  realities,  a  world  of  small  states  is  far  more  peaceful  than 
the  one  we  see  before  us  if  only  because  alliances,  while  useful  for 
defense,  are  ineffective  for  aggression.  Given  the  legacy  of  history,  the 
passions  of  nationalism,  and  the  realities  of  world  power,  little  can  be 
done  to  carve  up  Leviathan  in  this  century;  nevertheless  the  wastes 
that  size  creates  are  worthy  of  comment  even  though  impossible  of 
remedy. 

What  conjectures  can  we  make  about  the  optimum  size  of  local 
governments?  A  city  of  two  to  three  hundred  thousand  such  as 
Akron,  Omaha,  or  Long  Beach  seems  large  enough  to  exhaust  all  the 
economies  of  public  operation  except  financing  and  a  half  or  even 
a  quarter  of  that  number — as  in  Fresno,  California;  Green  Bay, 
Wisconsin;  or  Lexington,  Kentucky — probably  suffices  to  secure  most 
of  the  more  important  economies. 

Evidence  to  bear  out  these  intuitions,  unfortunately,  is  either 
non-existent  or  inconclusive.  Such  evidence  can  be  secured  in  several 
ways.  One  might  examine  the  technical  and  administrative  processes 
which  exhibit  prospective  economies  in  order  to  identify  the  point  at 
which  these  advantages  cease.  Machine  recording  for  the  collection 
of  taxes,  the  disbursing  of  funds,  and  the  recording  of  information; 
standby  equipment  for  fire  protection;  communication  centers  for 
highway  patrolling;  centralized  housing  for  government  offices;  and 
consolidated  staffs  for  accounting,  purchasing,  personnel,  and  legal 
services — these  are  the  processes  whose  capacities  we  need  to  estimate. 

Another  and  quite  different  method  is  to  correlate  per  capita 
expenditures  with  the  size  of  the  governmental  unit  in  order  to  see 
whether  costs  of  operation  fall,  remain  constant,  or  rise  as  the  unit 
grows.  Statisticians  have  launched  a  number  of  these  inquiries.  A 
recent,  and  quite  sophisticated,  investigation  of  a  group  of  U.  S. 
cities  above  25,000  in  size  tabulated  the  effect  of  population,  density, 
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growth,  income,  employment,  and  subsidies  upon  various  categories 
of  per  capita  expenditures.  ,8  With  other  variables  constant,  size 
had  no  statistically  significant  influence  upon  per  capita  outlays  for 
any  of  the  categories  save  police  protection,  and  for  that  activity 
expense   increased   with  size   through   the  rise  was  very  small. 

As  most  of  their  authors  admit,  the  statistical  connections 
between  size  and  expenditures  yield  indirect  rather  than  direct 
evidence  on  the  functional  relation  between  size  and  cost,  inasmuch  as 
they  do  not  isolate  the  effect  of  variations  in  the  quality  of  service. 
Taking  these  variations  into  account  suggests  the  following  hypo- 
thesis: (1)  For  any  given  level  of  the  quality  of  public  services,  the 
cost  per  unit  falls,  reaches  a  minimum,  and  rises  as  city  size  increases, 
i.e.,  the  supply  curve  is  U  shaped  as  in  Figure  2.  (2)  For  any 
given  level  of  income  and  other  relevant  variables  the  citizens  and 
their  government  wish  to  expend  a  constant  amount  per  person  for 
the  purchase  of  public  services,  i.e.,  the  demand  schedule  for  public 
services  has  an  elasticity  of  unity.  (3)  Therefore  when  costs  per  unit 
fall  they  buy  more  units,  and  when  costs  rise  they  buy  fewer  units 
from  the  sum  they  have  earmarked  for  this  purpose.  Variations  in 
"amount,"  however,  appear  as  unmeasured  differences  in  quality,  e.g., 
at  $10  per  unit  they  buy  6  units  and  at  $5  per  unit,  12  units. 
(4)  If,  finally,  the  quality  of  service  the  citizens  demand  rises  (or 
falls)  in  the  same  proportion  as  its  cost  per  unit  falls  (or  rises),  the 
per  capita  rate  of  expenditure  appears  everywhere  the  same  and  any 
systematic  variations  between  size  and  cost  are  obscured  by  systematic 
variations  between  cost  and  demand. 

2.     The  Allocation  of  Functions 

The  optimum  size  of  some  civic  functions  is  quite  different  from 
that  of  others,  and  the  vast  scope  of  many  organs  of  government 
arises  from  the  disposition  to  fix  the  boundaries  of  the  unit  at  the 
size  of  the  largest  optimum.  In  the  government  of  cities — as  one 
example  of  this  hypothesis — the  optimum  school  system  calls  for  a 
very  much  smaller  unit,  in  terms  of  area  and  population,  than  the 
optimum  accounting,  personnel,  or  purchasing  department  and  these 
activities  in  turn  seem  to  require  a  decidedly  smaller  optimum  than 
the  flotation  of  municipal  bonds.  When  the  size  of  city  government 
depends  upon  the  largest  of  these  optima  it  is  too  extensive  to  secure 
the  economies  of  the  smaller  ones.   Or  if  the  lottery  of  history  decides 
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the  area  and  population  of  the  city  its  government  may  be  too  small 
for  some  functions  and  too  large  for  others. 

The  reconciliation  of  these  optima  is  particularly  crucial  at  the 
national  level  where,  as  already  observed,  the  most  effective  unit  for 
military  operations  is  not  only  larger  than  most  of  the  others  but 
may  exceed  the  existing  dimensions  of  many  nations.  The  optimum 
for  other  activities,  however,  is  on  a  much  more  modest  scale. 
Thus  the  government  of  France  should  centralize  its  armies  under 
the  NATO  alliance  but  decentralize  education  from  Paris  to  the 
provinces. 

The  economic  problem  of  governmental  organization  in  a  federal 
system  is  how  to  allocate  the  functions  among  the  units  so  that 
each  is  performed  by  a  body  of  optimum  size.  In  pursuit  of  this 
object  the  public  sector  should  emulate  the  example  of  the  private 
economy  where  a  function  whose  optimum  size  differs  from  that  of 
its  associated  activities  becomes  the  exclusive  province  of  a  special 
firm.  Such  a  principle  most  certainly  applies  to  the  governments  of 
cities,  counties,  and  states  which  bundle  activities  of  the  most 
disparate  character  and  capacity  under  the  authority  of  a  single 
body.  Some  of  the  activities  of  our  larger  metropolitan  mastodons 
such  as  New  York,  Chicago,  and  Los  Angeles  would  do  better  if  their 
scale  were  smaller  while  others  would  operate  more  effectively  if  they 
were  larger. 

Local  activities  in  which  size  increases  efficiency  are  exemplified 
by  the  special  functions  of  financing,  purchasing,  and  taxation.  But 
to  collect  the  dividends  of  large  scale  operation  we  need  not  conduct 
all  the  functions  of  local  government  on  so  grand  a  scale  as  these. 
Instead,  special  purposes  permit  special  arrangements. 

a.  In  view  of  the  risk  premiums  charged  by  the  money  market, 
the  ordinary  city,  county,  or  school  district  is  far  from  an  optimum 
unit  for  borrowing  cash  and  selling  bonds.  Forming  a  bonding 
district  from  a  group  of  such  units  or  placing  the  credit  of  the  state 
behind  the  issues  of  its  lower  units  offers  a  broader  base  for  both 
short  term  notes  and  long  term  loans.  Such  conveniences  have  their 
prices;  the  contracting  parties  must  agree  to  protect  the  borrowing 
agency  against  the  carelessness  and  chicanery  of  its  local  members 
and  defend  the  local  units  against  harassment  and  interference  by 
the  agency. 

b.  In  the  purchasing  of  supplies  and  equipment  the  medium 
sized  city,  county,  or  district  is  usually  too  small  to  take  full  advantage 
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of  quantity  discounts.  Consolidating  purchases  offers  an  opportunity 
to  cut  costs.  But  these  economies  have  their  limits;  since  consolida- 
tion requires  storage  and  delivery,  the  point  where  the  increase  in 
warehouse  and  distribution  charges  exceeds  the  decrease  in  costs  of 
acquisition  limits  the  scope  of  these  arrangements. 

c.  The  optimum  sized  unit  for  the  taxation  of  income  is  as  large 
as  the  nation  itself  while  the  optimum  unit  for  levies  on  wealth 
and  transactions,  i.e.,  property  and  sales  taxes,  is  on  a  very  much 
smaller  scale.  Involved  in  such  an  optimum  is  not  only  the  adminis- 
trative expense  of  collecting  the  taxes  but  the  allocative  costs  of 
imposing  a  varying  system  of  rates  in  the  different  territories  and 
regions.  When  taxes  are  announced  at  different  rates  in  different 
places,  people  and  capital  are  repelled  from  the  areas  where  taxes 
are  high  and  attracted  to  those  where  they  are  low  so  that  the 
location  of  economic  activity  no  longer  corresponds  to  the  natural 
advantages  of  different  regions.  Given  a  system  of  taxes  levied  under 
different  rates  and  rules  in  the  various  cities  and  states,  the  resulting 
distortion  in  the  regional  pattern  of  residence  and  business  is  certainly 
greater  for  an  income  tax  than  for  a  sales  tax  and  probably  greater 
for  a  sales  tax  than  for  a  property  tax.  Thus  high  taxes  on  income 
are  optimum  only  for  the  nation;  moderate  taxes  on  income  are 
appropriate  for  an  extensive  region  where  outward  migration  is 
difficult,  such  as  the  Midwestern  states  as  a  whole  or  the  principalities 
of  California  and  Alaska;  sales  taxes  are  appropriate  for  states  and 
large  metropolitan  centers;  and  property  taxes  are  appropriate  for  the 
localities. 

On  the  other  hand  the  power  to  raise  revenue,  by  equitable  and 
efficient  taxes,  does  not  correspond  with  the  power  to  administer 
functions,  by  equitable  and  efficient  methods.  The  states  and  localities 
can  administer  more  functions  than  they  can  support  while  the 
national  government  can  support  more  things  than  it  can  administer.  ,9 
In  the  fiscal  good  society,  therefore,  where  revenues  are  collected  by 
units  of  appropriate  scope  and  functions  performed  by  units  with 
appropriate  abilities,  the  national  government  subsidizes  the  states 
and  the  states  subsidize  the  localities,  provided  no  undue  sacrifice  of 
either  liberty  or  efficiency  arises  from  the  administration  of  the  sub- 
sidies. (See  H.  F.  McClelland's  paper  on  "Financing  Decentraliza- 
tion.") In  the  fiscal  good  society,  furthermore,  where  every  unit  of 
government  needs  an  autonomous  source  of  revenue  if  local  initiative 
and  local  responsibility  are  to  be  more  than  meaningless  phrases,  the 
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regions  use  a  moderate  income  tax,  the  states  and  the  metropolitan 
centers  use  the  sales  tax,  and  the  localities  use  the  property  tax.  In 
the  fiscal  good  society,  finally,  where  the  power  to  tax  is  not  the 
power  to  administer,  deepening  the  channel  of  fiscal  cooperation 
checks  the  erosion  of  local  responsibility. 

3.     A   Digression   on   Centralization 

Because  of  the  defect  of  fiscal  capacity  and  because  of  the  centri- 
petal tendencies  of  the  times,  the  powers  of  localities  and  states  have 
steadily  fallen  away  as  functions  or  portions  of  functions  swing  to 
the  orbit  of  the  national  government.  Men  of  good  will  in  seeking 
to  implement  the  general  interest  have  been  lead,  "as  though  by 
an  invisible  hand",  to  an  end  that  was  no  part  of  their  original 
intention,  namely  to  promote  the  power  of  the  central  government, 
weaken  the  ability  of  the  lower  units,  and  sacrifice  the  benefits  of 
decentralization. 20 

The  agencies  of  the  central  government  are  often  prisoners  in 
their  own  palaces  for  they  seldom  are  free  to  decentralize  even  when 
they  wish  to  do  so.  To  delegate  decisions  to  a  regional  office  is  to 
remove  power  from  the  capital,  and  to  remove  power  from  the  capital 
is  to  reduce  the  ability  of  the  Congressman  to  intervene  with  the 
agency  on  behalf  of  his  clients.  To  reduce  this  ability  reduces  the 
services  he  is  able  to  perform  and  jeopardize?  his  chances  of  reelection. 
Decentralization  of  administrative  offices,  therefore,  threatens  to 
unravel  the  strings  of  legislative  power  and  Congress  discourages  it 
even  when  the  agencies  desire  it. 

There  is  no  natural  tendency  for  an  optimum  allocation  of 
public  functions  nor  for  the  achievement  of  optimum  size  by  public 
organizations.  For  the  private  economy,  by  contrast,  such  a  tendency 
emphatically  exists.  If  the  system  of  the  market  is  reasonably  com- 
petitive, if  the  agents  of  the  market  know  their  own  interests,  and  if 
resources  move  freely  from  one  opportunity  to  another,  both  the  very 
small  and  the  inordinately  large  firm  disappear  from  the  scene.  These 
tendencies  are  not  perfect  because  competition  is  not  perfect.  They 
do  not  work  instantly  because  ignorance,  accident,  and  inertia  hold 
them  back.  But  sooner  or  later  the  high  cost  firm  gives  way  to  the 
low  cost  firm,  an  evolution  slowly  but  inevitably  at  work  in  all  ranks 
and  branches  of  industry.  The  public  economy,  however,  is  immune 
from  the  checks  and  balances  of  competition.  Though  the  citizen 
himself   is   perfectly   free   to   pick   and   choose   the   locality   and   the 
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government  that  serves  him,  and  though  he  may  go  away  if  the  city 
is  too  costly  or  too  dishonest  to  suit  him,  the  departure  of  the  dis- 
contented will  not  drive  the  government  out  of  business. 

4.     The  Size  of  the  Problem 

A  number  of  the  problems  of  government  represent  the  common 
afflictions  of  the  inhabitants  of  a  great  territory  and  their  remedy 
must  be  available  to  everyone  if  it  is  available  to  anyone;  the  vast 
scope  of  the  organizations  which  deal  with  these  issues  depends  on 
the  size  of  the  problem  rather  than  the  conditions  of  administration. 
Exemplified  by  the  control  of  the  currency,  the  design  of  foreign 
policy,  the  abolition  of  epidemics,  and  the  control  of  floods,  these 
indivisible  problems  add  another  dimension  to  the  boundaries  of  the 
optimum  organization.  For  if  the  organization  must  accommodate 
itself  to  the  external  conditions  of  the  problem  it  cannot  adjust  itself 
to  the  internal  requirements  of  efficient  administration.  The  size  of 
the  problem  may  exceed  the  administrative  optimum. 

To  put  the  same  thing  in  another  way,  the  effectiveness  of  the 
things  that  are  done  in  any  one  portion  of  the  area  depends  upon  the 
things  that  are  done  in  other  portions.  In  seeking  to  minimize  costs 
we  can  either  place  the  entire  territory  under  a  single  agency  or 
divide  it  between  a  number  of  independent  bodies.  Each  policy  has 
both  advantages  and  disadvantages:  An  agency  as  large  as  the  prob- 
lem can  mount  a  concerted  attack  upon  it  but  may  be  too  big  to 
operate  efficiently.  A  group  of  independent  authorities  can  avoid 
the  pitfalls  of  centralism  but  may  be  too  disconnected  to  coordinate 
properly.  The  larger  unit  encounters  excess  costs  of  internal  coordin- 
ation while  the  smaller  ones  incur  excess  costs  of  external  coordination 
so  that  the  optimum  solution  depends  upon  which  of  these  costs  is 
smaller. 

Two  examples  are  appropriate:  In  the  effort  to  control  the 
noxious  atmosphere  which  is  rapidly  becoming  its  national  trademark, 
the  urban  center  of  Los  Angeles  created  a  smog  control  authority 
covering  the  whole  of  its  county  territory.  Individual  cities  take 
orders  from  this  central  agency  because  unified  attack  by  a  single 
authority  is  superior  to  the  coordinated  efforts  of  a  multitude  of 
separate  agencies.  A  quite  different  principle,  however,  is  followed 
in  crime  prevention.  Though  the  malefactors  of  metropolis  have  as 
little  regard  for  civic  boundaries  as  they  do  for  legal  niceties,  police 
departments  guard  their  local  autonomy  as  jealously  as  they  would 
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the  crown  jewels.  For  the  solution  of  common  problems  they  com- 
municiate  laterally  with  one  another  and  occasionally  use  the  facilities 
of  the  central  city  for  information,  communication,  and  training. 

III.     The  Optimum  Assembly 

The  assembly  is  the  second  of  the  decision-making  organs  whose 
optimum  size  we  investigate. 

In  every  social  order  the  object  of  policy  is  justice,*  but  in 
democratic  societies  the  definition  of  justice  is  the  duty  of  the  citizens. 
The  policy  of  government  comes  ultimately  from  the  people  so  that 
to  discover  what  the  people  want  is  the  first  duty  of  authority  in  a 
democratic  community.  In  a  federal  democracy  a  number  of  different 
units  exercise  the  power  of  government,  each  with  an  appropriate, 
though  not  always  clearly  defined,  sphere  of  authority  and  each  with 
a  particular  set  of  questions  on  which  the  electorate  is  to  express  its 
wishes.  The  size  of  these  units  of  government,  as  measured  by  the 
number  of  voters  they  encompass  and  by  the  variety  of  questions  they 
decide,  exercises  a  subtle  but  nonetheless  powerful  influence  upon  the 
character  and  quality  of  the  policies  they  devise. 

To  begin  with  the  obvious,  representative  government,  itself, 
results  from  a  numerous  electorate.  While  the  polis  of  Athens  or  the 
men  of  the  Cantons  could  transact  business  as  a  body,  the  electorate 
of  a  modern  city  can  seldom  or  never  do  so,  and  the  inhabitants  of 
any  larger  principality  find  pure  democracy  an  absolute  impossibility. 
Mass  legislation  under  modern  conditions  is,  indeed,  a  most  impure 
democracy  since  only  those  who  can  spare  the  time  to  travel  and 
speak  at  the  meetings  will  participate  in  the  decision. 

A.     The  Problem  of  Factions 

The  first  of  the  influences  which  size  exerts  on  the  effectiveness  of 
government  arises  out  of  the  different  interests  and  factions  into 
which  the  citizens  of  the  republic  are  divided.  As  the  Founding 
Fathers  clearly  saw,  factions  are  the  grave  diggers  of  democracy:  not 
only  the  great  division  of  rich  against  poor,  but  also  the  conflict  of 
Protestant  versus  Catholic,  agriculture  against  industry,  and  slave- 
holder against  abolitionist.  Let  the  strife  of  contending  interests 
become  sufficiently  strong  and  it  embitters  the  interchange  of  opinion, 
corrupts  the  exercise  of  the  franchise,  overturns  the  equilibrium  of 


*  See  Section  IA. 
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interests,  and  overwhelms  the  institution  of  democracy  by  tyranny 
or  by  chaos.  In  nearly  every  social  order — so  Hamilton  and  Madison 
read  the  verdict  of  history — the  fault  that  cleft  the  rock  and  exposed 
the  society  to  periodic  convulsions  was  the  division  between  rich  and 
poor.  And  democratic  societies  were  peculiarly  liable  to  this  convul- 
sion because  the  poor  would  use  the  ballot  to  expropriate  the  rich. 

How  to  prevent  these  divisions  of  interest  from  bringing  the 
society  to  ruin?  This  was  the  spectre  that  haunted  the  architects  of 
the  federal  system.  Previous  authority  such  as  Montesquieu,  whose 
Spirit  of  the  Laws  profoundly  influenced  the  mind  of  his  generation, 
said  that  democracy  survives  only  when  the  republic  is  small  and  a 
lively  and  personal  sense  of  unity  modifies  the  appeal  of  factional 
interests.  Not  at  all,  replied  Madison;  the  force  of  faction  is  weaker 
in  large  countries  than  in  small  ones  because  there  and  only  there 
will  the  presence  of  many  interests  render  impossible  the  dominance 
of  any  one  of  them.2i  For  the  greater  the  size  of  the  nation  and  the 
more  numerous  the  interests  it  encompasses  (1)  the  smaller  is  the 
importance  to  any  particular  person  of  any  one  segment  of  his 
interests;  (2)  the  smaller  also  is  the  strength  of  any  specific  faction, 
and  (3)  the  greater  is  the  likelihood  that  a  citizen  who  is  in  the 
majority  on  one  issue  will  be  in  the  minority  on  another  issue. 

We  may  designate  these  three  conclusions  as  "the  principle  of 
orthogonal  interests"  and  illustrate  them  in  the  following  way. 


Agriculture 

Manufacturing 

Finance 

Trade 

Rich 

X 

Poor 

X 

Figure  4.    The  principle  of  orthogonal  interests:  an  economic 
illustration. 

( 1 )  A  rich  person  joins  with  others  of  his  class  in  the  struggle  against 
the  interests  of  the  poor;  but  a  rich  farmer  joins  with  other  farmers 
in  the  battle  against  the  money  lenders,  and  the  presence  of  the 
second  contention  mitigates  the  intensity  of  the  first.  (2)  The  strength 
of  any  one  faction,  such  as  agriculture,  is  weakened  by  the  division 
between  rich  farmers  and  poor  farmers;  similarly  the  cohesion  of  the 
wealthy  is  undermined  by  the  conflict  between  farmers,  traders,  etc. 
(3)  Finally,  a  man  who  belongs  to  the  impoverished  majority  may 
also  belong  the  agricultural  minority. 
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How,  then,  can  we  create  the  diversity  that  stabilizes  society?  As 
Adam  Smith  long  ago  observed,  the  division  of  labor  depends  on  the 
extent  of  the  market,  and  a  civilized,  wealthy,  and  numerous  com- 
munity provides  ample  occasion  for  the  most  minute  specialization. 
Occupational  and  industrial  specialization  creates  a  multitude  of 
factions  and  interests  that  intersect  one  another  in  the  most  un- 
imaginable variety.  From  this  contending  diversity,  possible  only  in 
the  large  society,  issues  harmony. 

(The  effect  of  size  upon  specialization,  of  specialization  upon 
faction,  and  of  faction  upon  the  stability  of  democracy  is  but  a  single 
chapter  of  a  complex  and  interesting  story.  Neither  the  stability  of 
small  republics  such  as  Switzerland,  Denmark,  Norway,  and  Sweden 
nor  the  degeneracy  of  great  democracies  such  as  France  and,  possibly, 
Italy  is  entirely  consistent  with  these  principles.) 

B.     The  Problem  of  Representation 

On  any  question  of  public  policy  the  body  politic  hold  a  great 
variety  of  opinions  and  convictions  and,  after  due  deliberation,  reach 
a  decision  which  pleases  some  and  displeases  others.  The  greater  the 
number  of  people  the  electorate  includes,  the  greater  is  the  propor- 
tion who  are  dissatisfied  with  the  decision. 

The  proof  of  this  proposition  is  quite  simple;  an  elementary 
example  indicates  its  basic  elements:  On  proposition  X,  60  per  cent 
of  the  1,000  voters  in  the  district  hold  position  A,  and  40  per  cent 
hold  position  B.  On  the  basis  of  majority  rule,  400  B's  are 
disappointed  with  the  decision.  Dividing  the  district  in  half,  however, 
we  find  500  A's  and  no  B's  in  the  Eastern  Section  and  100  A's  plus 
400  B's  in  the  Western  Section.  If  the  sections  vote  separately,  a 
majority  declares  for  A  in  the  East,  another  majority  declares  for  B 
in  the  West,  and  the  sum  total  of  dissatisfied  voters  falls  from  400 
to  100.  The  Western  Section  contains  a  submerged  majority  for  B 
which  appears  when  the  district  divides. 22 

We  may  generalize  the  example.  Whenever  the  convictions  of 
the  voters  in  some  given  territory  are  not  randomly  distributed  by 
geographical  sections,  a  majority  in  a  portion  of  the  area  might 
support  the  position  of  a  minority  in  the  territory  as  a  whole.  The 
greater  the  number  of  sections  into  which  the  territory  is  divided,  the 
greater  is  the  likelihood  that  these  submerged  majorities  will  emerge, 
and  the  smaller  is  the  number  of  voters  who  will  be  disappointed  by 
the  decision.    At  the  limit,  of  course,  a  governing  unit  of  one  person 
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guarantees  perfect  satisfaction  with  the  results  of  the  election. 

To  any  constituency,  no  matter  how  its  branches  are  formed, 
the  same  principle  applies.  Consider  a  university  divided  into  colleges 
and  departments,  a  lodge  divided  into  orders,  or  a  church  divided  into 
sects.  If  the  divisions  reflect  essential  differences,  the  distribution  of 
preferences  between  the  various  branches  cannot  possibly  be  the 
same,  and  the  position  of  the  majority  for  the  entire  constituency 
will  be  the  position  of  the  minority  in  some  of  the  branches  and 
departments.  When  relevant  differences  do  not  exist,  however,  so 
that  each  division  appears  like  a  sample  of  the  whole,  could  a 
submerged  majority  in  a  subordinate  unit  arise  by  chance  alone? 
If  the  proportionate  majority  in  the  constituency  and  the  absolute 
numbers  in  the  branches  are  at  all  large,  this  chance  is  very  small.* 
The  principle  of  decentralized  decision  is  worth  invoking,  therefore, 
only  when  the  character  and  circumstances  of  the  voters  vary  between 
divisions  in  some  systematic  fashion. 

For  a  practical  application  of  this  principle  consider  a  state 
referendum  on  liquor  which  reveals  a  majority  for  the  wets  in  the 
state  as  a  whole  but  conceals  majorities  for  the  drys  in  a  number  of 
counties,  cities,  or  townships.  Provided  these  sentiments  were  sys- 
tematically arranged  by  area,  each  reduction  in  the  unit  of  decision 
progressively  reduces  the  number  of  outraged  teetotalers  or  disap- 
pointed drinkers. 

To  generalize  again,  differentiation  by  regions,  states  or  commu- 
nities is  as  inevitable  as  it  is  valuable;  and  federalism — among  its 
other  objects — was  and  is  a  way  to  accommodate  regional  diversity. 
Recognizing  the  radically  different  traditions,  beliefs,  and  needs  of 
the  various  portions  of  a  vast  and  complex  nation,  it  decentralizes 
decisions,  allows  local  people  to  decide  local  questions,  and  avoids 
the  tasteless  uniformity  which  satisfies  no  one  perfectly  and  dissatisfies 
some  exceedingly.  On  such  grounds,  therefore,  the  optimum  sized 
legislative  unit  is  a  small  unit.  By  such  means  we  minimize  that 
tyranny  of  the  majority  which  afflicts  even  the  best  of  democracies. 

C.     The  Problem  of  Interdependence 

That  decisions  should  be  decentralized  is  an  admirable  principle. 
Unfortunately  it  is  not  an  unambiguous  principle.    It  is,  still  more 

*  If  a  county  votes  60  per  cent  for  A  and  40  for  B,  then  the  chances  that  a 
representative  township  with  several  thousand  voters  would  exhibit  a  majority 
for  B  are  too  small  to  bother  over. 
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unfortunately,  a  dangerous  or  at  least  a  misleading  principle  when 
the  scope  of  the  problem  exceeds  the  scope  of  the  unit  of  government 
that  presumes  to  design  its  solution.  Some  problems  are  indivisible, 
and  the  effectiveness  of  the  things  that  are  done  to  solve  them  in  one 
place  depends  upon  things  done  elsewhere. 

A  city  on  the  river  cannot  decide  how  much  of  the  water  to 
take  for  its  own  uses.  A  metropolitan  community  amid  a  galaxy  of 
other  cities  cannot  dispose  its  refuse  in  some  one  else's  territory.  Nor 
can  an  individual  state  make  much  of  a  contribution  to  the  fight 
against  inflation.  In  legislation  as  in  administration  (see  Section  II, 
C,  4  above)  the  virtues  of  decentralized  decisions  on  interdependent 
problems  must  be  weighed  against  the  costs  of  external  coordination. 

While  technical  or  economic  interdependence  poses  difficult 
questions  for  the  partisans  of  federalism,  moral  or  social  inter- 
dependence raises  even  more  awkward  dilemnas.  The  example  of  the 
liquor  referendum  indicates  the  distilled  essence  of  the  problem.  In 
a  local  referendum  Jones  can  vote  for  the  city  where  he  lives  but 
cannot  vote  for  the  city  down  the  way,  where  his  moral  responsibility 
is  no  less  direct  and  intense.  His  moral  and  social  community  extends 
further  than  his  own  front  door.  As  another  example  of  the  same 
question,  a  citizen  of  the  North  who  objects  to  the  racial  philosophy 
of  the  South  instructs  his  congressional  representative  to  withhold 
federal  aid  for  segregated  schools.  Do  these  instructions  represent 
moral  responsibility  for  an  oppressed  minority  or  mischievous  inter- 
ference with  local  autonomy?  The  examples  and  the  questions  pose 
an  embarrassing  problem,  the  problem,  namely,  of  the  appropriate  unit 
for  social  and  ethical  decision  in  a  world  where  no  man  is  an  island 
and  each  is  his  brother's  keeper. 

Another  facet  of  interdependence  in  a  federal  system  is  the 
unfortunate  (or  amusing)  tendency  for  strictness  or  an  excess  of 
virtue  in  one  area  to  breed  laxity  or  an  excess  of  vice  in  other  areas. 
Cornstalk  County  dry  means  Oatmeal  County  wet,  the  better  to 
enrich  itself  from  the  unslaked  thirsts  of  Cornstalk.  California's  strict 
divorce  laws  yield  a  rich  harvest  for  Nevada's  lawyers  and  innkeepers, 
while  New  York's  prudent  delays  establish  a  market  for  Maryland's 
marrying  justices.  While  the  pattern  of  specialization  and  division 
of  labor  defies  detailed  explanation,  corporate  charters  from  New 
Jersey,  divorces  from  Florida  or  Nevada,  and  gambling  or  other  diver- 
sions in  almost  any  open  city  exemplify  the  principle.  Not  only  the 
variations  of  custom  but  also  the  rewards  of  specialization  encourage 
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differences  in  laws  or  regulations  between  the  members  of  the  federal 
system.  To  what  extent  such  differences  serve  the  public  interest  is  a 
moot  question. 23 

D.     The  Problem  of  Decision-Making 

The  institution  of  representative  democracy  is  a  very  particular 
but  vitally  important  instance  of  the  universal  tendency  toward 
specialization  and  division  of  labor.  For  the  members  of  the  body 
politic,  though  they  hold  the  utimate  authority,  cannot  spare  the  time 
and  effort  from  a  multitude  of  private  affairs  to  attend  to  a  larger 
multitude  of  public  affairs.  Nor  can  each  and  every  member  of  the 
electorate  muster  the  judgment  and  the  temperament  which  the 
public's  business  demands.  In  the  certain  expectation  that  their 
representatives  will  be  happy  to  do  what  they  themselves  have  no 
time  to  do  and  in  the  hopeful  anticipation  that  their  leaders  will  be 
able  to  do  more  than  they  themselves  have  the  capacity  to  do,  the 
electors  choose  a  small  group  of  experts  to  legislate  on  behalf  of  the 
whole. 

Legislative  man  is  activated  by  the  highest  of  motives  and  by  the 
basest  of  motives.  His  most  abiding  passion  is  the  love  of  power,  but 
he  is  not  immune  to  the  appeal  of  special  interests  nor  to  the  force 
of  private  convictions.  Neither  saint  nor  scoundrel,  the  legislator  is 
a  more  than  ordinary  man  facing  the  most  extraordinary  responsibili- 
ties. As  a  representative  pure  and  simple  he  speaks  for  those  who 
speak  to  him.  As  a  politician  he  finds  the  general  interest  in  the 
interaction  of  special  interests.  As  a  statesman  he  defines  the  general 
interest  by  his  political  and  social  philosophy  and  leads  others  to  see 
what  he  has  seen.  In  all  his  guises  he  is  a  man  with  affections  and 
hatreds,  grandeurs  and  follies,  some  in  greater  and  others  in  lesser 
measure  than  the  generality  of  his  fellows,  who  orates,  connives, 
philosophizes,  and  itches  and  whose  effectiveness  depends  upon  the 
same  mixture  of  wisdom,  endurance,  and  luck  that  guides  the  destiny 
of  the  remainder  of  mankind.  In  all  these  roles  he  makes  a  multitude 
of  decisions  on  a  variety  of  issues  and  to  these  we  now  address  our 
question. 

Our  question  is:  Given  the  nature  of  the  legislator  and  of  the 
arena  in  which  he  operates,  what  are  the  economies  of  decision- 
making in  legislative  bodies  with  small  constituencies  and  limited 
problems  as  against  those  with  large  constituencies  and  complex 
problems?   Leaving  aside  the  trivial  question  of  the  optimum  number 
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of  people  in  the  chamber  itself,24  we  wish  to  ask  What  are  the 
advantages  of  the  small  unit  and  of  the  large  unit  in  securing  wise 
decisions  on  the  great  questions  of  public  policy? 

Up  to  a  point,  surely,  the  legislative  body  derives  advantages 
from  representing  a  sizeable  number  of  people  and  from  considering 
a  substantial  number  of  problems.  For,  as  noted  in  an  earlier  connec- 
tion (Section  C),  the  interests  of  the  people  and  the  issues  of  the 
problems  are  interdependent  so  that  it  is  unwise  or  at  least  incon- 
venient to  decide  one  thing  without  also  deciding  others.  For, 
manifestly,  flood  control  is  linked  with  water  supply,  and  a  board 
which  considers  both  can  frequently  reach  a  better  decision  than  a 
board  which  considers  one.  In  a  similar  fashion,  police  protection 
and  prison  administration  are  intimately  linked;  so  also  are  national 
defense  and  foreign  policy.  In  like  fashion  the  dependence  of  one 
group  in  one  place  upon  another  in  some  adjacent  place  means  that 
a  large  constituency  affords  the  opportunity  for  a  more  easy  and 
elegant  solution  than  a  small  constituency.  By  analogy,  the  problems 
of  the  human  body  are  interdependent  so  that  understanding 
anatomy  aids  the  understanding  of  physiology.  So  also  with  the  body 
politic. 

But  only  to  a  point.  Beyond  some  designated  region  whose 
boundary  is  indistinct  but  whose  area  is  distinctly  limited,  additional 
people  and  additional  problems  create  insuperable  complexity  for  the 
legislative  body.  Just  as  a  child  walking  into  the  sea  on  a  gently 
sloping  beach  cannot  tell  the  moment  when  the  waters  rise  too  high, 
save  that  once  beyond  his  depth  the  taste  of  brine  heralds  approaching 
disaster,  so  also  the  legislature  going  quietly  about  its  business  cannot 
see  the  instance  when  its  feet  leave  the  ground,  except  that  an 
intolerable  press  of  business  now  rises  about  its  head.  Let  the  scope 
of  the  assembly  widen  and  the  things  to  be  known  and  done  increase, 
the  papers  to  be  read  and  written  increase,  the  interests  to  be  heeded 
and  assuaged  increase,  the  meetings  to  be  attended  and  avoided 
increase,  the  people  to  be  seen  and  used  increase,  and  the  words  to 
be  said  and  heard  increase  without  limit;  but  time  does  not  increase. 
As  a  result,  matters  of  small  importance  are  entirely  put  aside,  matters 
of  moderate  importance  are  decided  in  intemperate  haste,  and  even 
issues  of  greatest  moment  are  settled  by  a  few  hours  of  talk  and  a  few 
scraps  of  paper. 

The  legislator,  like  the  administrator,  faces  a  "scope"  effect  whose 
intensity  rises  as  his  duties  increase.    The  whole  body  of  legislators 


207 


faces  a  chain  effect,  a  factorial  effect,  and  an  empire  effect  as  the 
increase  in  number  of  problems  forces  a  concomitant  growth  in 
committees  and  subcommittees,  a  process  which  stretches  the  lines  of 
communication,  exacerbates  the  problem  of  coordination,  and  encour- 
ages the  creation  of  empires. 

E.     The  Problem  of  Allocation 

As  both  citizen  and  consumer  the  rational  individual  wishes  to 
make  the  most  of  what  he  has.  Maximizing  total  returns  means 
equalizing  returns  at  the  margin  in  each  field  of  use. 25  In  the 
allocation  of  public  funds,  the  last  dollar  spent  for  education  must 
bring  in  the  same  returns  as  the  last  dollar  spent  for  highways,  and 
the  last  dollar  spent  for  relief  must  create  the  same  satisfactions  as 
the  last  dollar  spent  for  defense.  If  these  equalities  do  not  obtain,  if 
the  marginal  expenditure  for  function  A  creates  a  higher  return  than 
the  marginal  expenditure  for  B,  the  sum  total  of  public  benefits  can 
obviously  be  increased  by  subtracting  a  dollar  from  B  and  adding  it 
to  A.  Assuming  that  returns  diminish  in  every  direction,  these 
rearrangements  must  continue  till  marginal  returns  are  equal.  In  still 
broader  compass  the  rational  citizen  wishes  to  bring  to  equality  the 
marginal  return  of  the  last  dollar  spent  for  all  public  purposes  with 
the  marginal  return  of  the  last  dollar  spent  for  private  consumption 
and  investment. 

Depending  on  the  level  of  his  income,  the  extent  of  his 
knowledge,  and  the  pattern  of  his  values,  each  citizen  of  a  democratic 
society  entertains  a  different  view  of  these  margins.  Some  are 
exercised  over  the  conditions  of  the  schools  but  quite  indifferent  to 
the  conditions  of  the  roads;  some  are  willing  to  support  the  defense 
of  the  nation  but  unwilling  to  support  the  welfare  of  their  neighbors. 
How  to  balance  these  differences  is  one  of  the  problems  of  a 
democratic  society. 

These  services  cannot  be  sold  at  a  price  which  covers  their  cost 
but  must  be  supported  through  the  public  treasury  by  taxes  on  the 
income  of  private  individuals.  While  every  citizen  likes  to  pay  as 
little  as  possible  and  receive  as  much  as  possible,  his  common  sense 
of  equity  informs  him  that  taxes  must  be  levied  in  accord  with  a  set 
of  impersonal  rules,  and  benefits  distributed  on  the  basis  of  a  set 
of  general  principles.  Depending  upon  their  economic  interest  and 
their  social  philosophy,  different  citizens  have  widely  differing 
convictions  about  the  optimum  system  of  taxation. 
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The  legislative  assembly  translates  these  views  of  the  citizenry 
into  a  workable  consensus  for  fiscal  policy  and  attempts  to  devise  a 
budget,  i.e.,  a  system  of  taxes  and  expenditures,  which  gives  each 
his  appropriate  measure.  In  this  they  do  but  balance  off  the  claims 
of  one  line  of  activity  against  those  of  another  and  attempt  to  reach 
an  equilibrium  where  the  marginal  returns  are  everywhere  brought 
to  equality.  Since  the  citizens  may  have  many  diverse  convictions 
about  the  values  of  these  margins,  the  legislators  themselves  are  of  no 
single  mind  but  they  come  together  because  they  must  come  together 
and  reach  a  consensus  or  an  accommodation. 

The  allocation  of  public  money  is  a  difficult  task  for  any  system 
of  government  but  it  is  especially  difficult  for  a  federal  system.  For 
in  this  system  no  single  body  passes  upon  the  whole  of  the  budget. 
Instead  the  budget  is  divided  among  a  host  of  separate  agencies,  one 
at  the  national,  fifty  at  the  state,  and  thousands  at  the  local  level. 
Is  not  rational  consensus  supremely  difficult  to  achieve  under  such 
a  division?  Where  no  common  forum  exists,  how  can  the  claims 
of  the  schools  be  balanced  against  those  of  the  highways,  and  how 
can  the  marginal  returns  of  battleships  and  hospitals  be  compared 
with  one  another?  How  also  can  the  marginal  burdens  of  the 
various  forms  of  taxes  be  reckoned  against  one  another  when  such  a 
multitude  of  bodies  is  grasping  with  a  thousand  arms  at  a  thousand 
different  sources? 

In  this  respect  as  in  other  respects  one  difficulty  must  be  balanced 
against  another.  Against  the  certain  disadvantages  of  decentralized 
decision  must  be  weighed  the  equally  certain  disadvantages  of  unitary 
decision.  For  though  the  federal  system  is  theoretically  unable  to 
equalize  the  margins,  a  unitary  or  national  assembly  which  would 
assume  the  burden  of  these  budgets  is  practically  unable  to  equalize 
them.  As  already  argued  in  detail,  the  decisions  are  far  too  vast  for 
a  single  body  and  would  encumber  it  beyond  endurance.  Would  not 
the  present  national  Congress  fall  into  a  state  of  total  collapse  if  it 
were  persuaded  to  accept  the  budgetary  powers  of  the  other  units  of 
government? 

While  recognizing  the  demerits  of  unitary  decision,  we  yet  have 
se-me  small  measure  of  complaint  to  lodge  against  the  inordinate 
diversity  of  local  and  metropolitan  governments.  Here  perhaps  the 
need  for  rational  allocation  dictates  consolidation;  especially  is  this 
true  for  the  mass  of  special  authorities  the  states  have  created  and 
for  the  rash  of  special  districts  that  spring  up  about  the  borders  of 
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our  larger  urban  centers.    Ought  not  the  state  authorities  call  a  halt 
to  such  profusion  and  cut  it  where  they  can? 

E.     The  Problem  of  Leadership 

No  sacrifice  of  democratic  principles  is  involved,  surely,  in 
recognizing  that  some  are  more  qualified  than  others  to  form  wise 
judgements  about  the  great  questions  of  public  policy.  Even  in 
this  enlightened  age  where  college  diplomas  are  as  common  as 
the  green  leaves  of  springtime,  wisdom  is  the  rarest  of  possession. 
To  provide  wise  leadership  is  among  the  first  obligations  of  democratic 
governments. 

Is  such  capacity  most  likely  to  emerge  from  a  small  constituency 
or  from  a  large  one?  The  small  constituency  can  select  its  leaders  by 
direct  and  personal  contact,  but  it  is  likely  to  be  too  limited,  too 
parochial  in  its  view  and  sentiments  and  limited  also  in  its  choice 
of  talents.  The  large  one  finds  it  impossible  to  form  personal 
estimates  of  merit,  but  it  has  a  broader  range  of  views  and  interests. 
Yet  again,  men  of  superior  gifts  can  seldom  be  persuaded  to  engage 
in  the  seduction  of  the  masses  by  the  manipulation  of  political 
symbols,  which  becomes  necessary  when  the  electorate  is  large. 

Both  the  very  small  and  very  large  constituencies,  then,  are 
likely  to  elevate  mediocrity  to  positions  of  leadership,  the  first 
because  ability  is  scarce  and  the  second  because  ability  is  discouraged. 
The  optimum  unit  is  the  city  or  state  of  moderate  size,  numerous 
enough  to  possess  its  share  of  able  leaders — witness  the  late  Senator 
Borah  of  Idaho  or  Norris  of  Nebraska — and  yet  not  so  numerous  that 
political  life  degenerates  into  a  meaningless  struggle  for  personal 
popularity. 
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Government,  national:  Children's  Bu- 
reau, 187  n;  congress,  10,  174,  199, 
209;  Department  of  Agriculture,  187, 
187  n.;  Department  of  Health,  Educa- 
tion and  Welfare,  87;  Department  of 
Interior,  187,  187  n;  executive,  35,  77, 
173,  174;  Federal  Reserve  Board,  173; 
goals  of,  4-5;  Interstate  Commerce 
Commission,  173;  legislative,  173; 
organs  of  decision,  174;  Senate,  35; 
Soil  Conservation  Service,  173;  size 
of,  194-95;  stability  of,  8;  super- 
intending power,  39;  see  also  Division 
of  powers,  Administrative  units,  Fed- 
eralism and  Federal  System,  Effective- 
ness. 

Government,  state:  defended,  9;  discre- 
tionary superintendence,  36,  39,  47,  as 
experimental  laboratory,  13,  14;  pow- 
ers of,  43-51  passim;  powers  under 
constitution,  48,  49,  50. 

Grants-in-Aid:  3;  to  Agriculture,  70,  78; 
and  autonomy,  10,  11;  development 
of,  68;  equalizing  grants,  78;  expendi- 
tures itemized,  69,  70;  Federal-State 
Action  Committee,  71-73;  formulae 
for  allocation,  73;  growth  of,  68-70, 
74,  78;  highways,  78,  79;  matching 
funds,    72;    objectives    obtained,    70; 


problems  of,  70-73;  study  of  from 
1928-48,  71;  see  also  Consolidated 
Block  Grants. 

Great  Britain:  3,  8;  consolidated  grant 
in,  86;  Local  Government  Act,  87. 

Gulick,  Luther:   183. 

Hamilton,  Alexander:  24-32  passim;  32 
n;  on  confederacy  and  consolidation, 
24-25;  on  science  of  politics,  24;  see 
also  Federalists,  Anti-Federalists,  Fed- 
eralism, Federalist  papers. 

Herzog,  Jesus  Silva:  studies  on  private 
versus  government  management,  132. 

Hicks,  U.  K.:  on  public  finance,  87. 

Hidalgo,  Miguel:  113. 

Highways:  federal  grants  for,  68,  69,  72, 
78,  177,  208. 

Hispanic  Culture:  93,  94,  96,  159,  160. 

Hoover  Commission:  block  grants  ap- 
proved, 82;  on  autonomy  of  states,  71. 

Hospital  construction:  federal  grants  for, 
70. 

Housing,  public:  72,  69. 

Imperial  Constitution  of  Bismarck:  94. 

Income   Taxes:    adopted   by   states,   68- 
75;  in  Canada,  83;  municipal,  76; 
revenue  provided  by,  75  n. 

Indian  Constitution:  on  federalism,  95. 

Indivisibility:  in  production,  183-84;  in 
problems  of  administration,  200-201; 
in  public  decisions,  204-06. 

Industry  in  Argentina:  centralization 
of,  108-12. 

Inter- American  Coffee  Agreement:  147- 
48. 

Inter-American  Economic  Conference: 
147-148. 

Intergovernmental  Relations:  neglected 
by  scholars,  III;  need  for  analysis,  III; 
United  States  Commission  on,  2. 

Interior,  Department  of:  park  service, 
187,  187  n. 

Interstate  Commerce  Commission:   173. 

Intervention:  by  Argentine  federal  gov- 
ernment,  100-02. 

Irigoyen,  Hipolito:  interventionist  poli- 
cies,  101. 

Italy:  3,  8,  203  centralized  administra- 
tion, 11;  cultural  contributions,  16; 
military  government  in,  1. 

Jefferson,  Thomas:  on  foreign  relations, 
26. 

Johnson,  Dr.:  on  federalism,  26. 

Joint  Federal-State  Action  Committee: 
on  block  grants,  82;  on  state  revenue 
sources,  76. 

Juarez,  Benito:   115. 
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Justice:  and  democracy,  201;  as  purpose 
of  government,  171. 

Kohr,  Professor  Leopold:  on  cultural 
values  of  decentralization,  16;  quoted, 
6. 

Labor:  characteristics  of  Brazilian,  148; 
reforms  in  Argentina,  105-08;  central- 
ization in  Mexico,  122-31;  unions  in 
Argentina,  105-08;  unions  in  Brazil, 
149-52;  unions  in  Mexico,  122-28. 

Leadership:  and  optimum  sized  assem- 
bly, 210;  as  test  of  effectiveness,  171; 
see  also  Entrepreneur. 

Lee,  R.  H.:  constitution  defended,  21; 
Letters  of  a  Federal  Farmer  quoted, 
23. 

Legislative  Man:  as  representative,  poli- 
tician, statesman,  206;  see  also  Lead- 
ership. 

Locke,  John:  26. 

Long,  Huey:   15. 

Lopez,  Porras:  125. 

Los  Angeles,  California:   197,  200. 

Lott,  Professor  Leo  B.:  on  Venezuelan 
federation,  158-59. 

Lycia:  32;  Lycian  Confederacy,  33. 

McCulloch  versus  Maryland:  interpreta- 
tion of  Chief  Justice  Marshall,  51,  96. 

Macmahon,  Professor  A.  W.:  38  n. 

Madison,  James:  23,  31,  170,  202;  de- 
fends constitution,  21,  34;  defends 
federal  convention,  40;  on  federal  gov- 
ernment, 37,  Federalist  39,  18;  on 
government  power,  95;  see  also  Fed- 
eralist papers. 

Manganese:  mining  of  in  Brazil,  155. 

Marshall,  Chief  Justice:  see  McCulloch 
versus  Maryland. 

Matching  grants:  69,  72. 

Maxwell,  James  A.:  opposes  block  grants, 
82. 

Mexican  Revolutions:  119,  128,  131,  135, 
140,  141. 

Mexico:  constitutions  of,  119-20,  123; 
federal  system  in,  113-36;  government 
corporations,  128-29;  organized  labor 
in,  123-31;  private  and  government 
management  compared,  132-36. 

Mill,  John  Stuart:  9. 

Mississippi:  13,  17,  73,  79. 

Montesquieu:  49,  56,  56  n;  compared 
with  Hamilton,  28-31. 

Morones,  Luis  N.:  Minister  of  Industry 
in  Mexico,  123. 

Morrill  Act  of  1862:  some  provisions 
mentioned,  68. 


National  government:  see  Government, 

national. 
National    Motors    Factory:    owned    by 

Brazilian  government,  155. 
National  Municipal  League:  1928  study 

of  grants,  71. 
NATO:   197. 

Nebraska:  grants  and  income,  79. 
Nevada,  205;  per  capita  income,  73. 
New  Deal:  96,  147. 
Newfoundland:  taxes,  78. 
New    Jersey    Plan:    drafted    by    small 

New  York:' 15,   17,  193,  197,  205. 

North  German  Confederation:  94. 

NRA:   180. 

Nugent,  Thomas:  29,  29  n. 

Oklahoma:  grants  and  income,  79. 

OPA:   180. 

Optimum  Unit:  administration,  170; 
advantages  of  size  in,  176,  178-79; 
area  problem,  iv;  criteria  for  measure- 
ment, 170;  geographical  barriers,  194; 
for  legislative  decision,  170;  public  or 
private  enterprises,  191-92;  for  taxa- 
tion, 198;  see  also  Size. 

Parkinson,  C.  Northcote:  187. 

Pasquel,  Jorge:  oil  monopoly  in  Mexico, 
135. 

Per  capita  income:  of  various  states,  67. 

Peron,  Eva:   105. 

Peron,  Juan  Domingo:  President  of  Ar- 
gentina, 100-111;  interventionist  poli- 
cies, 100-02,  149. 

Plato:   171  n.,   176. 

Population:  character  of  in  Brazil,  136- 
37;  growth  of,  68. 

Powers  of  government:  Madison  on,  95; 
see  also  Division  of  power,  Size. 

Prebisch,  Raul:  study  of  Argentine  econ- 
omy,  111. 

Pressure  groups:  80,  81  n. 

Price  Administration,   Office  of:    1. 

Prince  Edward  Islands:  taxes,  78. 

Property  taxes:  receipts  from,  69,  75. 

Public  administration:  see  Administra- 
tive units. 

Public  assistance,  Bureau  of:  187  n. 

Public  health:  federal  grants  for,  64; 
see  also  Hospital  construction. 

Public  housing:  69,  72. 

Public  Works  Administration:  69. 

Publius:  32  n. 

Pyramid  effect:  as  disadvantage  of  size, 
188-89. 

Ramos,  Guerreiro:  on  Brazilian  labor 
movement,   149. 
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Representativeness:  as  test  of  effective- 
ness, 171;  and  decentralized  decisions, 
203-04. 

Republican  Party  of  Brazil:  142. 

Republican  Party  of  Mexico:  140. 

Republics:  Madison  on  size  of,  58,  59, 
60;  Latin  American,  160;  Venezuelan, 
157;  see  also  Federalism,  Government, 
national. 

RFC:  69 

Revenue,  State  and  local:  budget  prob- 
lems, 80,  81;  Eckstein's  projection,  74; 
increase  in,  74;  national  control  of, 
17;  new  sources  of,  76;  see  also  In- 
come tax,  Property  tax,  Sales  tax, 
Social  security. 

Revolutions:  in  Brazil,  149,  152;  in 
Mexico,  119,  128,  131,  135,  140,  141. 

Rivadavia,  Bernardino:  South  American 
president,  98. 

Roosevelt,  Franklin  D.:  131. 

Salazar,  Rosendo:  on  Mexican  labor, 
125,   127. 

Sales  taxes:  62,  69;  introduced  in  states, 
75. 

Sanchez,  Jose  Maria:  on  Mexican  labor 
movement,  123. 

San  Martin,  General  Jose  de:  on  feder- 
alism, 98. 

Sardinia:   1. 

School  lunches:  federal  grants  for,  69; 
in  Mississippi,  73. 

Scope  effect:  as  disadvantage  of  size, 
184-85. 

Sharecropping:  in  Brazil,   146. 

Sicily:    1. 

Sierra,  Justo:  on  Mexican  constitution, 
115. 

Size:  and  administrative  unit,  175-201; 
and  assembly,  201-210;  disadvantages 
of,  184;  empire  effect  of,  186-87;  fac- 
torial effect  of,  186;  and  local  govern- 
ment, 195-96;  and  national  govern- 
ment, 194-95;  scope  effect  of,  184-85; 
span  and  chain  effect  of,  185-86 

Smith,  Adam:  203. 

Social  Security:  69,  176;  in  Argentina, 
109. 

Socialism:  in  Brazil,  149;  in  Mexico, 
122. 

Soil  Conservation  Service:  173. 

Spain,  Professor  August  O.:  study  on 
Mexican  federalism,   118-19. 

Span  and  chain  effect:  disadvantage  of 
size,  185-86. 

Specialization  and  Division  of  Labor:  in 
production,    176-77;    in   organization, 


178-79;  in  representative  government, 
206;  effect  on  society,  191. 

Stock  Exchange:  American,  181;  New 
York,   181. 

Studenski,  Paul:  82. 

Supreme  Court:  of  United  States,  12,  96; 
of  Mexico,  117. 

Switzerland:   8;  federalism  in,  94. 

Taxes:  delinquency  rates,  68;  national 
control  of,  17;  per  capita  rates,  73,  79; 
telephone  tax,  76-77;  in  British  Col- 
umbia, 84;  see  also  Income  taxes, 
Property  taxes,  Sales  taxes,  Revenue. 

Tax  rentals:  in  Canada,  83. 

Technology  and  Production:  as  advan- 
tage of  size,  176-77. 

Thornton,  Governor  of  Colorado:  153  n. 

Tocqueville,  A.  de:  2,  39,  40. 

Toledano,  Vicente  Lombardo:  Mexican 
labor  leader,  124-26,  133. 

Transport  effect:  as  disadvantage  of  size, 
190. 

Treaty  of  El  Litoral:  99. 

Uncertainty:  adaptation  and  size,  182- 
83;  as  cause  of  administration,  190. 

Unemployment:  69. 

Unemployment  compensation:  1962 
budget  for,  63-64;  federal  grants  for, 
64,  66. 

Uniformity:  in  government,  11. 

Uniform  Tax  Act:  of  Australia,  85. 

Unitary  State:  56,  93. 

Unit  cost:  diagram,  191. 

United  Provinces  of  South  America:  98. 

United  States  Commission  on  Intergov- 
ernmental Relations:  see  Intergovern- 
mental Relations. 

United  States  Investments  in  Brazil: 
152-53. 

United  States  Steel  Company:  man- 
ganese operation  in  Brazil,  155. 

Urban  renewal:  1962  budget,  69,  173. 

Vargas,  Getulio:  142,  143,  149,  150,  152, 
154. 

Velasquez,  Fidel:  Secretary  General  of 
Mexico,  127. 

Venezuela:  constitutions,  157-58;  de- 
mands for  local  autonomy,  159;  fed- 
eralism in,  157-59;  size  and  geography, 
157. 

Viana,  Arruda:  on  local  autonomy  in 
Brazil,  145. 

Viceroyalty  of  Buenos  Aires:  97. 

Virginia  Plan:  i;  proposed  by  larger 
states,  95. 

Vocational  Education:  69,  173;  grants 
to,  76,  78. 
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Volta    Redonda    iron    and    steel    plant:  Whetten,   Nathan   L.:   on   agrarian   re- 
founded     by    Brazilian     government,  form  in  Mexico,   119. 

^Vr              t^                                        r- 1  White,  Professor  Leonard  D.:  III. 

Welfare:  6;  Department  of  Health,  Ed-  -,%T-          ■                          i                ~n 

j    wr  it          07     ™       •     i  Wisconsin:  income  and  grants,  79. 

ucation    and    Welrare,    87;    marginal  ,                                  6         ' 

value  of,  208;  review  of  in  U.S.A.,  68-  World  War  II:   1,  74,  83,  85,  96,   144, 

72;  size  and  economy,   177;  see  also  147,  152. 

Education,  Hospital  construction,  So-  Wyoming:    per   capita    grants   and    in- 

cial  security,  Employment,  Unemploy-  come,  79. 

ment.  Xavier,  Rafael:   on  municipal   revenues 

West  Virginia:  toll  roads,  182.  in  Brazil,   145. 
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